Causes of bank failure in the post democratic South Africa. by Makhubela, Sipho.
CAUSES OF BANK FAILURE 





A dissertation submitted in 
fulfillment of the requirements 
for the degree of 




Academic year 2006 
Promoter: Mr. Maxwell Phiri 
Graduate School of Business 
11 
DECLARATION STATEMENT 
'VCith t h e s i g n a t u r e b e l o w I, S i p h o D a n i e l M a k h u b e l a , h e -
reby d e c l a r e t h a t t he w o r k t h a t I p r e s e n t in th i s t h e s i s is 
b a s e d on my o w n r e s e a r c h , a n d t h a t I h a v e n o t s u b m i t t e d 
th i s t h e s i s to any o t h e r i n s t i t u t i o n , o f h i g h e r e d u c a t i o n to 
o b t a i n an a c a d e m i c qua l i f i ca t i c 
S .D . Ma 
1 1 / 0 9 / 2 0 0 7 
D a t e 
Ill 
A C K N O W L E D G M E N T S 
U p o n c o m p l e t i n g my r e s e a r c h I w o u l d l ike to e x p r e s s my 
s i n c e r e a p p r e c i a t i o n t o w a r d s t he f o l l o w i n g p e r s o n s and 
i n s t i t u t i o n s : 
• My wife Mpumi and sons , Sipho )unior and Cebo. 
• My p a r e n t s and s i s t e r s . 
• P r o f e s s o r K l o p p e r , for h is v a l u a b l e i n s i g h t a n d 
g u i d a n c e . 
• M a x w e l l P h i r i for s t i c k i n g w i t h me d e s p i t e t he la te -
n e s s of t he h o u r . 
IV 
A b s t r a c t 
University of KwaZulu-Natal 
Abstract 
C A U S K S O F B A N K F A I F L R F ; IN I f11: P O S T D E M O C R A T I C 
S O U T H A F R I C A 
S i p h o M a k h u b e l a 
T h i s d i s s e r t a t i o n e x p l o r e s a n d e x p l a i n s t h e r e a s o n w h y 
b a n k s g e n e r a l l y fail a n d m o r e s p e c i f i c a l l y why b a n k s h a v e 
fa i led s i n c e S o u t h Af r i ca r e a l i z e d d e m o c r a c y in 1 9 9 4 . 
B a n k f a i l u r e s are a g l o b a l p h e n o m e n o n a n d c o m e at a 
h i g h c o s t to t h e d e p o s i t o r s , t he f i scus a n d can l ead to 
e c o n o m i c i n s t a b i l i t y s h o u l d t h e f a i l u r e be s y s t e m a t i c . 
T h e r e a re s e v e r a l c a u s e s of b a n k f a i l u r e s a n d t h e o r e t i c a l -
ly, t h e s e i n c l u d e c r e d i t r i sk , m a r k e t r i sk , l i q u i d i t y r i sk , 
c a p i t a l r e q u i r e m e n t s , b a n k r e g u l a t i o n , i n e f f i c i e n t m a n -
a g e m e n t a n d e x t e r n a l e c o n o m i c f a c t o r s . 
T h e b a n k s t h a t fa i led d u r i n g t h e p e r i o d c o m m e n c i n g f r o m 
1994 to d a t e i n c l u d e P r i m a B a n k , S e c h o l d B a n k , A f r i c a n 
B a n k , C o m m u n i t y B a n k , I s l a m i c B a n k , F B C F i d e l i t y B a n k , 
N e w R e p u b l i c B a n k , R e g a l T r e a s u r y , S a a m b o u a n d B o E . 
D e t a i l e d a n a l y s i s of t h e n i n e b a n k s r e f e r r e d to a b o v e is 
d o n e in C h a p t e r F o u r w h e r e i n , in r e s p e c t to e a c h b a n k , 
t h e b a c k g r o u n d of t h e i n s t i t u t i o n , t h e a n a l y s i s of t h e fi-
n a n c i a l s t a t e m e n t , w h e r e a v a i l a b l e or t h e b a n k i n g r e t u r n s 
l o d g e d w i t h t h e S o u t h A f r i c a n R e s e r v e B a n k , r e a s o n s for 
t h e f a i l u r e of t h e b a n k as well as t he r e s u l t a n t o u t c o m e of 
t h e f a i l u r e has b e e n e x a m i n e d . 
T h e c a u s e s of f a i l u r e , t he s y m p t o m s of fa i lu re a n d the 
r e c o m m e n d a t i o n s for p r e v e n t i o n of f a i l u r e a re f inal ly 
c o n s i d e r e d a n d d i s c u s s e d in C h a p t e r F i v e . 
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Tl-'.RMS AND ABBREVIATIONS 
" B a n k F a i l u r e " 
" R e s e r v e B a n k " or 
" S A R B " 
" C A R " 
" C r e d i t R i s k " 
" M a r k e t R i s k " 
" L i q u i d i t y R i s k " 
" S y s t e m i c R i s k " 
I n a b i l i t y of a b a n k to r e p a y i ts d e p o s i t o r s a n d 
c r e d i t o r s a n d / o r as t h e s i t u a t i o n w h e n t h e 
" m a r k e t v a l u e of the b a n k ' s a s s e t s d e c l i n e s b e -
low t h e m a r k e t v a l u e of i t s l i a b i l i t i e s " 
S o u t h A f r i c a n R e s e r v e B a n k 
C a p i t a l A d e q u a c y R a t i o 
C r e d i t r i sk is t h e r isk t h a t c r e d i t a d v a n c e d to 
b o r r o w e r s wi l l n o t be r e p a i d in a c c o r d a n c e w i t h 
t e r m s a g r e e d u p o n at t h e o u t s e t . 
I t is t h e r i s k of t he m a r k e t s i n c e p r i c e s of all 
s e c u r i t i e s d e a l t in a p a r t i c u l a r m a r k e t wil l be 
s i m i l a r l y a f f e c t e d by t h e s e f a c t o r s . I t is t he 
p o r t i o n of t he t o t a l r i sk t h a t is n o t u n i q u e to a 
b a n k . 
T h e r isk of a b a n k b e i n g s u b j e c t to b e i n g u n a -
b le to r e p a y i ts d e p o s i t o r s on d e m a n d , or as 
a n d w h e n d u e , t h r o u g h h o l d i n g i n s u f f i c i e n t 
ca sh or n e a r - c a s h a s s e t s . 
I t is m a i n l y in t he b a n k i n g s e c t o r w h e r e t h e 
f a i l u r e of o n e b a n k l e a d s to t he c o l l a p s e of o t h -
er b a n k s in t h e a b s e n c e of m e a s u r e s a i m e d at 
p r e v e n t i n g s u c h c o n t a g i o u s e f f e c t s . 
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CHAPTER 1 
STA TEMENT OF PROBLEMS AND RESEARCH DESIGN 
1.1 Introduction 
This chapter gives a background to Causes oj bank Failure in South Ajri-
ca. I present herein the problem, literature survey, motivation jor the 
study, and objectives. 
The p u r p o s e of t h i s r e s e a r c h r e p o r t is to spec i fy c a u s e s of b a n k 
f a i l u r e in p o s t a p a r t h e i d S o u t h Af r i ca i .e . for t h e p e r i o d c o m -
m e n c i n g 1994 to 2 0 0 4 . I a l so seek to o b t a i n an u n d e r s t a n d i n g of 
t h e r e a s o n s b e h i n d t h e r e s p e c t i v e f a i l u r e s . T h e r e p o r t a l so n o t e s , 
w i t h o u t p a y i n g p a r t i c u l a r d e t a i l in th i s r e g a r d , at t he n u m b e r of 
b a n k l i c e n s e s t h a t h a v e b e e n r e t u r n e d to t h e R e g i s t r a r of B a n k s , 
w h i c h may or may n o t h a v e b e e n r e t u r n e d d u e to p r e s s u r e s , w h i c h 
in t h e m e d i u m to l o n g t e r m c o u l d h a v e r e s u l t e d in b a n k f a i l u r e . 
I a d o p t a f r a m e w o r k t h a t c o n s i d e r s a b a n k to h a v e fa i led e i t h e r 
t h r o u g h b e i n g p u t i n t o a d m i n i s t r a t i o n or by b e i n g a c q u i r e d by 
a n o t h e r b a n k , w h i c h a c q u i s i t i o n was d e e m e d m o r e as a r e s c u e . 
1.2 Background of the Research 
In any m a r k e t e c o n o m y , t h e f i n a n c i a l s e c t o r is o n e of t h e key 
e l e m e n t s , a c t i n g as a v e h i c l e for m o b i l i z i n g s a v i n g s and a l l o c a t i n g 
t h e m to i n v e s t m e n t by a b s o r b i n g , i n t e r m e d i a t i n g a n d a d v i s i n g on 
r i sk a n d p r o v i d i n g c o r p o r a t e g o v e r n a n c e . Ma jo r b a n k f a i l u r e s are 
of i m p o r t a n c e n o t on ly to d e p o s i t o r s a n d o t h e r c r e d i t o r s of fa i led 
b a n k s b u t a l s o to m a n a g e m e n t , s c h o l a r s , c o n s u l t a n t s a n d p r a c t i -
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t i o n e r s and p r o v i d e a m p l e e x a m p l e s for m a n a g e m e n t in g e n e r a l , 
U n d e r s t a n d i n g w h a t c a u s e s t h e c o s t l y w a v e o b a n k i n g f a i l u r e s is 
t h e key to p r e v e n t i n g a r e c u r r e n c e ( F i n k a n d H a i s s , 1999) . 
B a n k i n g p l a y s a p i v o t a l r o l e in t h e e c o n o m y of any c o u n t r y a n d as 
a r e s u l t b a n k i n g b e c o m e s a key p i l l a r of t h e v a r i o u s e c o n o m i e s . I t 
t h e r e f o r e f o l l o w s t h a t eve ry c o u n t r y w o u l d w a n t to h a v e a b a n k -
ing s y s t e m t h a t is s t r o n g a n d t h a t can p lay a key r o l e in s u p p o r t -
ing t h e g r o w t h of t h e c o u n t r y . 
The s o u n d n e s s of a c o u n t r y ' s f i n a n c i a l s y s t e m g o e s a l o n g way in 
l a y i n g the f o u n d a t i o n for g r o w t h , it p r o v i d e s t h e b a s i s of i n v e s t o r 
c o n f i d e n c e w h i c h eve ry d e v e l o p i n g c o u n t r y h o p e s wil l r e s u l t in 
f o r e i g n d i r e c t i n v e s t m e n t s . T h e t r a n s f e r of f u n d s f rom s a v e r s to 
b o r r o w e r s a l l o w s for p r o j e c t s to be u n d e r t a k e n by e n t r e p r e n e u r s , 
a n d t h a t in t u r n t r a n s l a t e s i n t o i n v e s t m e n t , e m p l o y m e n t a n d p r o -
d u c t i o n of o u t p u t , all of w h i c h are i m p o r t a n t c o n s t i t u e n t s of 
e c o n o m i c g r o w t h ( N e l , 2 0 0 3 ) . 
A c c o r d i n g to K a u f m a n (1995) B a n k ( d e p o s i t o r y i n s t i t u t i o n s ) fail-
u r e s a re w i d e l y p e r c e i v e d to h a v e g r e a t e r a d v e r s e e f f e c t s on t h e 
e c o n o m y and t h u s are c o n s i d e r e d m o r e i m p o r t a n t t h a n t h e f a i l u r e 
of o t h e r t y p e s of b u s i n e s s f i r m s . In p a r t , b a n k f a i l u r e s are v i e w e d 
to be m o r e d a m a g i n g t h a n o t h e r f a i l u r e s b e c a u s e of a fear t h a t 
t hey may s p r e a d in d o m i n o f a s h i o n t h r o u g h o u t t h e b a n k i n g sys-
t e m , fe l l ing s o l v e n t as wel l as i n s o l v e n t b a n k s . T h u s , t he f a i lu re 
of an i n d i v i d u a l b a n k i n t r o d u c e s t he p o s s i b i l i t y of s y s t e m - w i d e 
f a i l u r e s or s y s t e m i c r i sk . T h i s p e r c e p t i o n is u n f o r t u n a t e l y w i d e -
s p r e a d . 
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It has b e e n w i d e l y a c c e p t e d S o u t h Afr ica has a " f i r s t w o r l d " (de -
v e l o p e d e c o n o m y ) b a n k i n g s y s t e m in a " t h i r d w o r l d " ( " d e v e l o p i n g 
e c o n o m y " ) . I t w o u l d n o t be t o o f a r f e t c h e d to a s s u m e t h a t as a r e -
su l t of t he s o p h i s t i c a t i o n l eve l s of t he S o u t h A f r i c a n b a n k i n g sys -
t e m , b a n k f a i l u r e s s h o u l d n o t be as w i d e r a n g i n g as they w o u l d be 
in o t h e r d e v e l o p i n g e c o n o m i e s . 
S o u t h Afr ica g e n e r a l l y has a sma l l b a n k i n g s y s t e m in c o m p a r i s o n 
to d e v e l o p e d n a t i o n s w h e r e t he f ive m a j o r b a n k s or t h e " B i g f i v e " 
as t hey are g e n e r a l l y r e f e r r e d t o , h a v e a v e r y s i g n i f i c a n t a m o u n t 
of m a r k e t s h a r e . 
S o u t h Afr ica has a p o p u l a t i o n of a p p r o x i m a t e l y 45 m i l l i o n p e o p l e 
a n d h a v i n g a b a n k i n g s y s t e m t h a t is s e r v i c e d l a rge ly by a r o u n d 
five b a n k s s e e m s a n o m a l o u s . T h i s m a k e s t h e b a n k i n g r a t i o to be 
a p p r o x i m a t e l y 8.4 m i l l i o n p e o p l e p e r b a n k , i g n o r i n g the o t h e r 
b a n k s in t he s y s t e m . D e v e l o p e d e c o n o m i e s l ike t he U n i t e d S t a t e s 
of A m e r i c a h a v e a d i f f e r e n t s t r u c t u r e to S o u t h Af r i ca s u p p o r t i n g 
t h e i r p o p u l a t i o n , w h i c h is in e x c e s s of o v e r 240 m i l l i o n , w i t h wel l 
o v e r 14 ,000 b a n k s . T h i s r e s u l t in a m u c h l o w e r r a t i o n of b a n k p e r 
c a p i t a l of ju s t o v e r 1 7 , 0 0 0 . 
T h e p o s t a p a r t h e i d S o u t h Afr ica has s e e n S o u t h Af r i ca h a v i n g to 
dea l w i t h a l a rge n u m b e r of w h a t has b e e n c l a s s i f i e d as t h e u n -
b a n k e d m a r k e t w h i c h t h e " b i g f i v e " has i n i t i a l l y b e e n r e l u c t a n t to 
v e n t u r e t o w a r d s , h e n c e t h e e m e r g e n c e of a b u r g e o n t i e r , m i c r o 
l e n d i n g . 
D u r i n g the 1 9 7 0 s , n i n e (9) o u t of t he fifty (50) b a n k s t h a t w e r e 
r e g i s t e r e d fa i led or w e r e t a k e n o v e r p e n d i n g f a i l u r e . In t he U n i t e d 
S t a t e d of A m e r i c a d u r i n g t h e 1 9 7 0 s , f ive (5) o u t of eve ry t en 
t h o u s a n d ( 1 0 , 0 0 0 ) b a n k s fa i led p e r a n n u m . T h e S o u t h A f r i c a n 
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b a n k fa i lu re r a t e d u r i n g t h e 1970s w a s , t h e r e f o r e , fo r ty (40) t i m e s 
g r e a t e r t h a n t h a t of i t s USA c o u n t e r p a r t s . 
1.3 Statement Of Problems 
T h i s s e c t i o n wi l l c o n s i d e r t h e p r o b l e m s t a t e m e n t t o g e t h e r w i t h i t s 
r e l a t e d s u b - p r o b l e m s . 
1.3.1 Overall problem statement 
At p r e s e n t it is n o t k n o w n why b a n k s fail in g e n e r a l , a n d why 
s o m e b a n k s fail in p a r t i c u l a r in t h e p o s t a p a r t h e i d S o u t h Af r i ca . 
1.3.2 Sub-problems 
H a s t h e d e m o c r a t i c c h a n g e in t h e c o u n t r y i n t r o d u c e d an i n c r e a s e d 
r i sk in b a n k f a i l u r e? 
H o w m u c h of a r o l e d o e s p o o r m a n a g e m e n t c o n t r i b u t e in c a u s i n g 
b a n k fa i lu re? 
D o p o o r c r e d i t l e n d i n g d e c i s i o n s r e s u l t in an i n c r e a s e d r i sk of 
b a n k fa i lu re? 
1.4 OBJECTIVES 
T h e o b j e c t i v e of th i s r e s e a r c h is to i d e n t i f y t he f o l l o w i n g : 
• T o e s t a b l i s h c a u s e s of b a n k fa i lu re in S o u t h Afr ica 
• T o c o n s i d e r t h e c o n t r a s t t h e c a u s e s of f a i l u r e w i t h o t h e r 
e c o n o m i e s e l s e w h e r e in t h e w o r l d 
T h e r e has n o t b e e n a m a j o r s t udy on the c a u s e s of b a n k f a i l u r e in 
t he p o s t d e m o c r a t i c S o u t h Af r i ca . T h e p o s t d e m o c r a t i c S o u t h 
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A f r i c a n b a n k i n g s y s t e m is d i f f e r e n t f rom t h e a p a r t h e i d S o u t h 
Af r i ca . T h i s is d u e to a n u m b e r of r e a s o n s i n c l u d i n g the f o l l o w -
i n g : 
The c o m p e t i t i v e l a n d s c a p e has c h a n g e d s i g n i f i c a n t l y as t he w o r l d 
o p e n e d u p to S o u t h A f r i c a in t e r m s of t r a d e d u e to t h e l i f t i n g of 
s a n c t i o n s 
T h e cas t b l a c k m a r k e t h a s b e e n t y p i c a l l y b e e n u n b a n k e d or i t s 
b a n k i n g has b e e n r e s t r i c t e d . W i t h t he p o s t d e m o c r a t i z a t i o n o t t h e 
c o u n t r y , t h e r e h a v e b e e n i m p e r a t i v e c h a n g e s l ike b l ack e c o n o m i c 
e m p o w e r m e n t p r e s e n t i n g v a r i o u s d y n a m i c s . 
S o u t h A f r i c a n b a n k s h a v e t a k e n m o r e c r e d i t r i sk in o t h e r p a r t s of 
t he c o n t i n e n t a n d e l s e w h e r e in t h e w o r l d . T h i s i n t r o d u c e s a dif-
f e r e n t s o r t of e x p o s u r e t h a n t h a t w h i c h was d e a l t w i t h in a p a r t h e -
id S o u t h Afr ica 
1.5 Limit a dons 
T h e s t u d y l i m i t s i t s e l f f i r s t ly to b a n k f a i l u r e s in S o u t h Af r i ca . 
T h e l i m i t a t i o n is t h e r e f o r e t h a t t h e s t u d y d o e s n o t c o n s i d e r fai l-
u r e s in o t h e r c o u n t r i e s , r e g i o n s o r c o n t i n e n t s . 
A n o t h e r l i m i t a t i o n is t h a t t h e s t u d y on ly c o n s i d e r s a p e r i o d b e -
t w e e n 1994 a n d 2 0 0 4 . 
1.5.1 Interim Critical questions 
At t h e e n d o f t h e l i t e r a t u r e s u r v e y , t h e s e i n t e r i m c r i t i c a l 
q u e s t i o n s wil l be r e v i s i t e d to c o n s i d e r if any p r i o r r e s e a r c h 
has p r o v i d e d a n s w e r s to t h e s e q u e s t i o n s . If they h a v e b e e n 
a n s w e r e d t h e y w o u l d be r e m o v e d g o i n g f o r w a r d . S h o u l d 
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they r e m a i n a n s w e r e d , t hey wil l be c a r r i e d f o r w a r d for c o n -
s i d e r a t i o n . 
• Is b a n k f a i l u r e a p h e n o m e n o n t h a t is as n e w as t h e " N e w 
S o u t h A f r i c a " ? 
• H a v e any of t h e b a n k s t h a t fa i led d u r i n g t h e p e r i o d u n -
der r e v i e w c a u s e d s y s t e m a t i c f a i lu re? 
1.6Research design 
1.6.1 How the literature survey will be conducted 
B e i n g a d i s t a n c e s t u d e n t b a s e d in J o h a n n e s b u r g , I wil l n o t 
h a v e t he full fac i l i ty of t h e U n i v e r s i t y of Kwa Z u l u - N a t a l 
( " U K Z N " ) at my d i s p o s a l a n d as a r e s u l t wi l l u se t h e Li-
b r a r y F a c i l i t i e s of t he U n i v e r s i t y of W i t w a t e r s r a n d (WITS) 
a n d the U n i v e r s i t y of J o h a n n e s b u r g . I wil l a l so u s e U K Z N ' s 
S a b i n e t f ac i l i ty . 
I wi l l a l s o use t h e I n t e r n e t r e s e a r c h t o o l s p a r t i c u l a r l y N e x u s 
a n d S a b i n e t a n d G o o g l e S c h o l a r r e s e a r c h f a c i l i t i e s . 
1.6.2 How the research instrument will be designed and standardised 
A r e s e a r c h i n s t r u m e n t wil l n o t be d e s i g n e d b u t an a n a l y s i s 
of s e c o n d a r y da t a a p p r o a c h wil l be u s e d . 
A n a l y s i s of s e c o n d a r y da t a is n o r m a l l y a l l o w e d for use in e i -
t h e r f i n a n c e or e c o n o m i c r e s e a r c h b e c a u s e e x p e r t s a l r e a d y 
a n d t h a t is a p p l i c a b l e in t h i s i n s t a n c e n o r m a l l y c o l l e c t t h e 
d a t a . A c c o r d i n g to C o o p e r & S c h i n d l e r (2003) it is i ne f f i -
c i e n t t o d i s c o v e r a n e w t h r o u g h t h e c o l l e c t i o n of primary-
da t a or o r i g i n a l r e s e a r c h w h a t has a l r e a d y b e e n d o n e and 
r e p o r t e d at a l eve l of s u f f i c i e n t for d e c i s i o n m a k i n g . 
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T h e r e s e a r c h e r t h e r e f o r e wil l n o t h a v e to c o l l e c t t h e da ta 
h i m s e l f . 
1.6.3 How the selection process will be performed 
I n f o r m a t i o n in r e s p e c t of all b a n k i n g i n s t i t u t i o n s 
t h e p e r i o d 1994 to d a t e wi l l be o b t a i n e d f r o m t h e 
R e g i s t r a r of B a n k s w i t h i n t h e S o u t h A f r i c a n R e s e r v e 
• N a m e of i n s t i t u t i o n 
• Y e a r in w h i c h f a i l u r e 
C u r a t o r s h i p 
• N a m e of c u r a t o r 
• C a u s e s of f a i l u r e 
F o r e a c h of t he b a n k s , a g e n e r a l o v e r v i e w of t h e c a u s e of t h e 
f a i l u r e wi l l be u n d e r t a k e n . 
I wi l l do d e t a i l e d f i n a n c i a l r e v i e w on S a a m b o u a n d B O E o n l v . 
T h i s is b e c a u s e t h e s e t w o b a n k s f a i l u r e s are t h e m o s t r e c e n t and 
t h e f i n a n c i a l i n f o r m a t i o n is s t i l l a v a i l a b l e w h e r e a s t h e m a j o r i t y of 
t h e o t h e r fa i led b a n k s d o n o t h a v e a v a i l a b l e f i n a n c i a l s t a t e m e n t s . 
F i n a n c i a l s t a t e m e n t s w o u l d be a n a l y z e d , as fully set o u t b e l o w 
w i t h t he i n t e n t i o n of t r y i n g to e s t a b l i s h t h e c a u s e s of t h e f a i l u r e . 
C o m m e n t a r y f rom f i n a n c i a l c o m m e n t a t o r s w o u l d be e x p l o r e d . 
1.6.4 How the data will be analyzed 
T h e r e a r e v a r i o u s a c c o u n t i n g r a t i o s t h a t t h a t g e n e r a l l y a c c e p t e d 
as i n d i c a t o r s of p e r f o r m a n c e a n d t h e s e we u s e d to g a u g e w h e t h e r 
t he f a i l u r e s w e r e p r e d i c t a b l e . 
t h a t fa i led in 
o f f i ce of t h e 
B a n k . 
t o o k p l a c e a n d / o r t h e b a n k was p l a c e in 
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F i n a n c i a l R a t i o A n a l y s i s 
PROFITABILITY 
INTEREST MARGIN (TOTAL ASSETS) 
NET MARGIN (AFTER TAX) 
LIQUIDITY RISK 
ASSET UTILIZATION 
RETURN ON ASSETS 
LEVERAGE MULTIPLIER 
RETURN ON EQUITY 
EARNINGS POWER 
NON-INTEREST EXPENSES TO TOTAL AS-
SETS 
NET NON-INTEREST EXPENSES TO TOTAL 
ASSETS 
EFFICIENCY 
YIELD ON EARNING ASSETS 
COST RATE ON TOTAL ASSETS 
RISK 
NET INTEREST INCOME 
AVERAGE TOTAL ASSETS 
NET INCOME AFTER TAX (NPAT) 
REVENUE 
LIQUID ASSETS - SHORT TERM BORROWINGS 
TOTAL DEPOSITS 
GROSS REVENUES . 
AVERAGE ASSETS 









AVERAGE TOTAL ASSETS 
NON-INTEREST EXPENSES-NON INTEREST INCOME 
AVERAGE TOTAL ASSETS 
NON INTEREST EXPENSE 
NET INTEREST INCOME + NON INTEREST INCOME 
INTEREST INCOME . 
AVERAGE EARNING ASSETS 
INTEREST EXPENSES 
AVERAGE TOTAL LIABILITIES + AVERAGE EQUITY 
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CORE DEPOSITS TO ASSETS 
LIQUID ASSETS TO EARNING ASSETS 
NET LOANS - TO - DEPOSITS 
NET LOANS - T O - CORE DEPOSITS 
NET LOANS - TO - ASSETS 
CREDIT QUALITY 
CREDIT RISK (THIS PERIOD) 
CREDIT RISK (ACCUMULATED) 
CAPITAL ADEQUACY 
CAPITAL RISK 
EQUITY CAPITAL RISK 
ADJUSTED CAPITAL BASE - ADJUSTED 
ASSET BASE 
CAPITAL ADEQUACY RATIO (ASSETS) 
CAPITAL ADEQUACY RATIO (LOAN) 
CORE DEPOSITS 
TOTAL ASSETS 
SHORT-TERM INVESTMENTS (<1 YEAR) . 
EARNING ASSETS - SHORT TERM INVESTMENTS 
NETLOANS . 
TOTAL DEPOSITS 
NET LOANS . 
CORE DEPOSITS 
NET LOANS . 
TOTAL ASSETS 
PROVISION FOR BAD DEBT EXPENSES (THIS PERIOD) 
GROSS LOANS (THIS PERIOD) 
ACCUMULATED PROVISION FOR BAD DEBTS 





ADJUSTED CAPITAL BASE 
ADJUSTED ASSET BASE 
SHARE CAPITAL + UNIMPAIRED RESERVES 
TOTAL ASSETS 






NET INCOME BEFORE TAX 
TOTAL CAPITAL + UNIMPAIRED RESERVED 
DIVIDENDS PAID 
TOTAL SHARE CAPITAL + UNIMPAIRED RESERVES 
TOTAL DEPOSIT AND TOTAL ASSETS 
LIQUID ASSETS + PRESCRIBED INVESTMENTS + DEMAND 
PLACEMENTS + NEGOTIABLE INSTRUMENTS 
TOTAL ASSETS 
15 
1.7 Overview of dissertation chapters 
T h e r e s e a r c h wil l be d i v i d e d i n t o c h a p t e r s w i t h e a c h c h a p t e r fo-
c u s i n g o n key p a r t s . T h e c h a p t e r s are I n t r o d u c t i o n ; T h e o r e t i c a l 
F r a m e w o r k ; E m p i r i c a l a n a l y s i s a n d R e v i e w ; C o n c l u s i o n a n d R e c -
o m m e n d a t i o n s . A d d e n d a a re a n n e x e d t o g e t h e r w i t h r e f e r e n c e s . 
T h e I n t r o d u c t i o n i n i t i a t e s t h e s u b j e c t m a t t e r a n d t h e f o r m a t of 
t he r e s e a r c h . F u r t h e r m o r e , it d i s c u s s e s t he b a c k g r o u n d , n o t e s t he 
p r o b l e m s t a t e m e n t , t he p u r p o s e of t h e s t u d y a n d r e m a r k s on l i m i -
t a t i o n s . 
The s e c o n d c h a p t e r wil l lay o u t t he T h e o r e t i c a l F r a m e w o r k , g iv -
ing a n a l y s i s of t he w o r k a l r e a d y p e r f o r m e d in t h i s a rea of t h e 
s t u d y by o t h e r a u t h o r s a n d r e s e a r c h e r s as I f o u n d it r e l e v a n t . 
T h e t h i r d c h a p t e r wi l l p r o v i d e an A n a l y s i s of t he ca se s a n d 
p r e s e n t s t h e b a n k s t h a t fa i led in S o u t h Af r i ca o v e r t h e p e r i o d 
c o v e r e d as d i s c u s s e d a b o v e . A b r i e f b a c k g r o u n d on t h e S o u t h 
A f r i c a n e c o n o m y w o u l d be p r o v i d e d i n c l u d i n g a b r i e f d e s c r i p t i o n 
of t h e S o u t h A f r i c a n B a n k i n g S u p e r v i s i o n p l a t f o r m . 
T h e f o u r t h c h a p t e r wi l l i n c l u d e t h e E v a l u a t i o n of t h e c a u s e s of 
b a n k f a i l u r e . 
C h a p t e r five w o u l d c o m p r i s e t he C o n c l u s i o n , R e c o m m e n d a t i o n s 
a n d S u g g e s t i o n s for f u r t h e r r e s e a r c h . 
1.8 Conclusion 
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In t h i s c h a p t e r I i n t r o d u c e d t h e s u b j e c t m a t t e r b e i n g t h e c a u s e s 
of b a n k f a i l u r e , c o n s i d e r e d the b a c k g r o u n d to t he r e s e a r c h , n o t e d 
t h e p r o b l e m s t a t e m e n t a n d l i m i t a t i o n s . We f u r t h e r c o n s i d e r e d t h e 
r e s e a r c h d e s i g n a n d h o w t h e r e s e a r c h wil l be u n d e r t a k e n . We fi-





In t h i s c h a p t e r t he r e s e a r c h e r c o n s i d e r e d the l i t e r a t u r e on b a n k 
f a i l u r e . T h e r e s e a r c h e r d e m o n s t r a t e d h o w t h e l i t e r a t u r e s u r v e y 
was c o n d u c t e d a n d at t h e e n d of t he c h a p t e r he r e v i s i t e d t h e in -
t e r i m c r i t i c a l q u e s t i o n . T h e r e s e a r c h e r a l so p r o v i d e d a d e s c r i p -
t i o n of t h e b a n k i n g r e g u l a t o r y e n v i r o n m e n t . 
2.2 HOW THE LITERATURE SURVEY WAS CONDUCTED 
T h e r e s e a r c h is p r e d o m i n a n t l y a s e c o n d a r y a n a l y s i s a n d as a r e s u l t 
t he r e s e a r c h e r d id n o t u n d e r t a k e p r i m a r y d a t a a n a l y s i s . P r i m a r y 
d a t a a n a l y s i s i n c l u d e s t h e p r o d u c t i o n of o r i g i n a l w o r k s of r e -
s e a r c h or raw d a t a w i t h o u t i n t e r p r e t a t i o n . D u e to t he fact t h a t 
t h e r e s e a r c h t o p i c is F i n a n c i a l and t h e r e ' s a l o t of p r i m a r y da t a 
t h a t is a v a i l a b l e , he r e s e a r c h e d the s e c o n d a r y s o u r c e s . S e c o n d a r y 
s o u r c e s t h u s seek to i n t e r p r e t t h e p r i m a r y d a t a . 
T h e r e are g e n e r a l l y five t y p e s of i n f o r m a t i o n s o u r c e s u s e d in 
m o s t l i t e r a t u r e s e a r c h e s , i n c l u d i n g i n d e x e s a n d b i b l i o g r a p h i e s , 
d i c t i o n a r i e s , e n c y c l o p e d i a s , h a n d b o o k s and d i r e c t o r i e s , E a c h is 
u se fu l to a l i t e r a t u r e s e a r c h in a v a r i e t y of ways ( C o o p e r 200 3) . 
T h e r e s e a r c h e r p r i m a r i l y u s e d b i b l i o g r a p h i e s and i n d e x e s for my 
l i t e r a t u r e r e v i e w . T h e p r o c e s s i n c l u d e d : 
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a. S e l e c t e d a d a t a b a s e a p p r o p r i a t e to my t o p i c ; 
b . C o n s t r u c t e d a s e a r c h q u e r y (or s e a r c h s t a t e m e n t ) 
o R e v i e w e d a n d e v a l u a t e t h e s e a r c h r e s u l t s 
o M o d i f i e d t h e s e a r c h q u e r y , if n e c e s s a r y . 
c. Saved the r e s u l t of my s e a r c h 
d. R e t r i e v e d a r t i c l e s n o t a v a i l a b l e in t he d a t a b a s e 
e. S u p p l e m e n t e d my r e s u l t w i t h i n f o r m a t i o n f rom W e b s o u r c e s . 
2.3 SURVEY OF LITERATURE THAT RELATE TO THE THEO-
RETICAL FRAMEWORK OF THE DISSERTATION 
H e r e u n d e r the r e s e a r c h e r c o n s i d e r e d the l i t e r a t u r e s u r v e y a p p l i -
c a b l e to b a n k f a i l u r e . 
Bank Failure: Historical context 
Many b a n k s e i t h e r t e m p o r a r i l y s u s p e n d e d o p e r a t i o n s or fa i l ed 
d u r i n g the ear ly 1930s (Co le & G u n t h e r , 1 9 9 5 ) . B e r n a k e ' s (1983) 
w ide ly c i t ed w o r k s h o w s t h a t a n u m b e r of b a n k s t h a t e i t h e r 
c l o s e d t e m p o r a r i l y or fa i led are a s i g n i f i c a n t p r e d i c t o r of o u t p u t 
d u r i n g t h e G r e a t D e p r e s s i o n . B a n k s u s p e n s i o n a n d f a i l u r e s w e r e 
h i g h e r d u r i n g t h e G r e a t D e p r e s s i o n . A b o u t 0 . 5 % of b a n k s , m e a s -
u r e d by d e p o s i t s , e i t h e r s u s p e n d e d o p e r a t i o n s or fa i led d u r i n g t h e 
G r e a t D e p r e s s i o n of 1 9 2 1 - 1 9 2 2 , a n d a b o u t 0 . 2 % of t o t a l d e p o s i t s 
was u l t i m a t e l y l o s t . In c o m p a r i s o n , an a v e r a g e of 2 , 6 % of b a n k s 
e i t h e r s u s p e n d e d o p e r a t i o n s of fa i led b e t w e e n 1 9 3 0 - 1 9 3 2 , a n d an 
a v e r a g e of 0 . 4 % of t o t a l d e p o s i t s w e r e u l t i m a t e l y l o s t d u r i n g t h a t 
p e r i o d . B o t h of t h e s e r a t i o s r o s e s i g n i f i c a n t l y w h e n t h e t h e n U . S . 
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P r e s i d e n t R o o s e v e l t d e c l a r e d a b a n k h o l i d a y (Co le a n d O h a n i a n , 
2000) 
H u n t e r (1996) e s t i m a t e d a s p l i t - p o p u l a t i o n d u r a t i o n m o d e l for 
t h r i f t i n s t i t u t i o n s c h a r t e r e d b e t w e e n 1980 a n d 1986 a n d f o u n d 
t h a t c r e d i t r i sk , a d v e r s e e c o n o m i c c o n d i t i o n s , l ow c a p i t a l s t o c k s 
a n d c o s t i n e f f i c i e n c i e s all c o n t r i b u t e d to f a i l u r e . D e Y o u n g ( 1 9 9 9 , 
2003) e s t i m a t e d a s i m i l a r m o d e l t o r c o m m e r c i a l b a n k s c h a r t e r e d 
in 1985 a n d f o u n d t h a t f a i l u r e r a t e s fo l l ow l i f e - c y c l e p a t t e r n : l ow 
i n i t i a l f a i lu re r a t e s d u e to p l e n t i f u l s t a r t - u p c a p i t a l , h igh f a i l u r e 
r a t e s n e x t as fas t g r o w t h a n d n e g a t i v e e a r n i n g s e r o d e c a p i t a l , and 
f ina l ly n o r m a l t a i l u r e r a t e s as de n o v o b a n k s r e a c h f i n a n c i a l ma-
t u r i t y . 
T h e t e r m " b a n k f a i l u r e " o f t e n e v o k e s i m a g e s of t h e G r e a t D e -
p r e s s i o n , b u t in r e a l i t y b a n k s c o l l a p s e w i t h a l a r m i n g r e g u l a r i t y . 
As B e n t o n G u p , p r o f e s s o r of f i n a n c e a n d c h a i r m a n of t he b a n k i n g 
d e p a r t m e n t at t h e U n i v e r s i t y of A l a b a m a ' s C o l l e g e of C o m m e r c e , 
n o t e s a 1996 I n t e r n a t i o n a l M o n e t a r y F u n d s t u d y f o u n d the 133 of 
t h e I M F ' s 181 m e m b e r c o u n t r i e s h a d e x p e r i e n c e d s i g n i f i c a n t 
b a n k i n g s e c t o r p r o b l e m s . F i r s t , all of t he G - 1 0 c o u n t r i e s h a v e ex-
p e r i e n c e d s i g n i f i c a n t p r o b l e m s in t h e i r b a n k i n g s e c t o r s , b u t p r o b -
l e m s are m u c h m o r e w i d e s p r e a d in C a n a d a , J a p a n , S w e d e n and t h e 
U n i t e d S t a t e s . S e c o n d , m o s t b a n k f a i l u r e s are d u e to c r e d i t p r o b -
l e m s , p a r t i c u l a r l y b a d rea l e s t a t e l o a n s . T h i r d , t h e p o p u l a r n o t i o n 
t h a t c e r t a i n i n s t i t u t i o n s are " t o o big to fa i l" is f au l ty . L a s t , b u t 
c e r t a i n l y n o t l e a s t , t h i s era of g l o b a l i z a t i o n a n d e m e r g i n g t e c h -
n o l o g i e s m a k e s c h a n g e in r e g u l a t o r y m e t h o d s e s s e n t i a l . (Gup:200 0) 
R u n s on b a n k s , e s p e c i a l l y t h o s e d r i v e n by r u m o u r s , can r e s u l t in 
b a n k f a i l u r e . R u n s t h a t r e s u l t f rom i n f o r m a t i o n a s y m m e t r y a b o u t 
t he q u a l i t y of b a n k a s s e t s l ead to d e p o s i t o r s ' p a n i c as they c o n -
s i d e r all b a n k s to be i l l i q u i d or i n s o l v e n t . M a s s i v e w i t h d r a w a l of 
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d e p o s i t s at b a n k s e n s u e s as a r e s u l t of p a n i c s . T h e s e m a s s i v e 
w i t h d r a w a l s of d e p o s i t s may be l i m i t e d to o n e b a n k on ly or can 
s p r e a d to o t h e r b a n k s in t he s y s t e m via c o n t a g i o n , a n d t h e e m a n i -
fold f a i l u r e s of b a n k s can h a v e d e s t a b i l i z i n g e f f e c t s on t he f i n a n -
cial s y s t e m a n d t h e o v e r a l l e c o n o m y , b e c a u s e of t h e i n h e r e n t sys -
t e m a t i c r i sk they p r e s e n t to t he s y s t e m ( H o g g a r t h a n d S a p o r t a , 
2 0 0 1 ) . 
I t is i n c u m b e n t on g o v e r n o r s to w a r n t h a t b a n k s wil l fai l ; h o w 
b e t t e r to k e e p f i n a n c i a l m a r k e t s on t h e i r t o e s ? O n e legacy of t he 
p r e v i o u s g o v e r n m e n t is a t o u g h a t t i t u d e t o w a r d s b a n k s in d i s -
t r e s s . O v e r t h e l as t 15 y e a r s , 29 b a n k s h a v e fa i l ed a n d on ly t w o 
w e r e r e s c u e d ( J o h n s o n M a t t h e y B a n k e r s a n d N a t i o n a l M o r t g a g e 
Bank,) -- w h i c h m a r k s t h e U K o u t f rom m o s t i n d u s t r i a l i z e d c o u n -
t r i e s , even the US , w h e r e v a s t a m o u n t s of t a x p a y e r s ' m o n e y h a v e 
p r o p p e d up c o l l a p s i n g i n s t i t u t i o n s . B u t t h e r e ' s a l so a h u g e fuss if 
t he fa i l ing b a n k is r i d d l e d w i t h c r i m e ( B C C I ) or s u f f e r s f rom t e r -
m i n a l b a d m a n a g e m e n t ( B a r i n g s ) . The f o c u s q u i c k l y s w i t c h e s f r o m 
the f a i l u r e of t he i n s t i t u t i o n to t h a t of g o v e r n m e n t . As a r e s u l t 
t h e t h r e a t of b a n k c o l l a p s e is a dul l i n s t r u m e n t : p e o p l e e x p e c t 
g o v e r n m e n t to p r e v e n t i t . ( H e r r i n g , 1 9 9 3 c i t i n g L a s c e l l e s , 1998) . 
W h e n b a n k i n g c o n d i t i o n s w e r e t r o u b l e d in t h e l a t e 1980s a n d ea r -
ly 1 9 9 0 s , h u n d r e d s of b a n k s fa i l ed b e c a u s e of t r o u b l e d rea l e s t a t e 
m a r k e t s , r e g i o n a l e c o n o m i c r e c e s s i o n s , a n d lax l e n d i n g s t a n -
d a r d s ( B a s l e C o m m i t t e e on B a n k i n g S u p e r v i s i o n , W o r k i n g P a p e r 
N o . 13 , 2 0 0 4 ) . 
T h e Base l C o m m i t t e e on B a n k i n g S u p e r v i s i o n has b e e n w o r k i n g 
to h e l p b a n k s r e d u c e t h e i r r i sk of f a i lu re s i n c e t h e 1 9 7 0 s . S t o c k 
m a r k e t i n v e s t o r s h a v e l e a r n e d to d i v e r s i f y . F i n a n c i a l i n s t i t u t i o n s 
of all s o r t s h a v e t r i e d to c r e a t e s a f e g u a r d s a g a i n s t t e m p e s t u o u s 
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m a r k e t f o r c e s . M u c h of t h i s e f f o r t has b e e n s u c c e s s f u l . The r e -
c e s s i o n of t he ear ly 7 0 s , for e x a m p l e , p a s s e d w i t h o u t any l a r g e -
sca le b a n k f a i l u r e s , in c o n t r a s t to e a r l i e r d o w n t u r n s t h a t t y p i c a l l y 
b r o u g h t b a n k i n g c r i s e s a n d c o l l a p s e s of f i n a n c i a l f i r m s . Ye t it 
w o u l d be p r e m a t u r e to t h i n k t h a t m a r k e t r i sk has b e e n c o n q u e r e d 
a l t o g e t h e r (Base l C o m m i t t e e on B a n k i n g S u p e r v i s i o n , W o r k i n g 
P a p e r N o . 1 3 , A p r i l 2 0 0 4 ) . 
L o s s e s a c c r u e to s h a r e h o l d e r s a n d m o s t l ike ly to d e p o s i t o r s , u n -
s e c u r e d c r e d i t o r s a n d d e p o s i t i n s u r e r . Smal l l o a n c u s t o m e r s may 
be p a r t i c u l a r l y i n c o n v e n i e n c e d by c h a n g e s in t h e i r l o a n o f f i c e s , 
l o a n s t a n d a r d s a n d o t h e r a s p e c t of t h e i r o n g o i n g b a n k r e l a t i o n -
s h i p . Many h i g h l y d e v e l o p e d e c o n o m i e s t h a t h a v e s o p h i s t i c a t e d 
m a r k e t s and l o n g f u n c t i o n i n g b a n k i n g s y s t e m s h a v e h a d s i g n i f i -
c a n t b a n k f a i l u r e s or b a n k i n g c r i s e s d u r i n g t h e p a s t 30 y e a r s . 
C e n t r a l b a n k e r s fear w i d e s p r e a d b a n k f a i l u r e s b e c a u s e they ex-
a c e r b a t e cyc l i ca l r e c e s s i o n s a n d may t r i g g e r a f i n a n c i a l c r i s i s . I t is 
n o t s u r p r i s i n g t h a t t h e s e f a i lu re e p i s o d e s h a v e r e s u l t e d in n u m e r -
ous legal a n d r e g u l a t o r y c h a n g e s in t h e a f f e c t e d c o u n t r i e s t h a t 
w e r e d e s i g n e d to d e c r e a s e t h e p r o b a b i l i t y of f u t u r e b a n k f a i l u r e s 
a n d l e s s e n the c o s t of t h e b a n k f a i l u r e s . Bank c a p i t a l is m e a n t to 
be a b u f f e r d u r i n g p e r i o d s of e c o n o m i c i n s t a b i l i t y a n d i n c r e a s i n g 
c a p i t a l l eve l s or m a k i n g c a p i t a l m o r e s e n s i t i v e to t h e r i sk s in 
b a n k s s h o u l d h e l p s t a b i l i z e the b a n k i n g s y s t e m , d e c r e a s i n g the in-
c i d e n c e and c o s t of b a n k f a i l u r e s . 
Bank fa i lu res a re w ide ly p e r c e i v e d by e c o n o m i s t , b a n k s u p e r v i s i o n 
b o d i e s a n d g o v e r n o r s of c e n t r a l b a n k s to h a v e g r e a t e r a d v e r s e ef-
fec t s on t he e c o n o m y a n d t h u s are c o n s i d e r e d m o r e i m p o r t a n t 
t h a n o t h e r t y p e s of b u s i n e s s f i r m s . In p a r t , b a n k f a i lu res are 
v i e w e d to be m o r e d a m a g i n g t h a n o t h e r f a i l u r e s b e c a u s e of a fear 
t h a t they may s p r e a d t in d o m i n o f a s h i o n t h r o u g h o u t t he b a n k i n g 
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s y s t e m , f e l l ing s o l v e n t as we l l as i n s o l v e n t b a n k s . As a r e s u l t , 
b a n k f a i lu res h a v e b e e n a n d c o n t i n u e to be a m a j o r p u b l i c p o l i c y 
c o n c e r n in all c o u n t r i e s a n d a m a j o r r e a s o n t h a t b a n k s are r e g u -
l a t e d m o r e r i g o r o u s l y t h a n o t h e r f i r m s . 
A c c o r d i n g to K u a f f m a n , b a n k fails e c o n o m i c a l l y w h e n t h e m a r k e t 
v a l u e of i ts a s s e t s d e c l i n e s b e l o w the m a r k e t v a l u e of i ts l i a b i l i -
t i e s , so t h a t t h e m a r k e t v a l u e of i t s c a p i t a l ( n e t w o r t h ) b e c o m e s 
n e g a t i v e . At s u c h t i m e s , t h e b a n k c a n n o t e x p e c t to pay all of i t s 
d e p o s i t o r s in full a n d on t i m e . T h e b a n k s h o u l d be r e s o l v e d as 
q u i c k l y as p o s s i b l e in o r d e r to t r e a t all d e p o s i t o r s fair ly a n d n o t 
a l l o w a run by d e p o s i t o r s h o l d i n g d e m a n d a n d s h o r t - d a t e d d e p o -
s i t s . T h e l o n g e r an i n s o l v e n t b a n k is p e r m i t t e d to o p e r a t e , t h e 
m o r e s u c h i n f o r m e d d e p o s i t o r s h a v e to w i t h d r a w t h e i r f unds at 
pa r v a l u e a n d e f f e c t i v e l y s t r i p t he b a n k of i t s v a l u a b l e a s s e t s . T h e 
e n t i r e los s wil l t h e n be b o r n e by less i n f o r m e d d e p o s i t o r s and 
h o l d e r s of l o n g e r - d a t e d d e p o s i t s . 
In a m a j o r s t u d y of t h e U . S . b a n k i n g c r i s i s in t h e 1980s a n d ear ly 
1 9 9 0 s , t h e F D I C (1997) a n a l y z e d t h e c a u s e s of t h e b a n k i n g c r i s i s , 
t h e r e g u l a t o r y r e s p o n s e s to the c r i s i s a n d the l e s s o n s t h a t c o u l d 
be l e a r n e d . F ive of t h e l e s s o n s i d e n t i f i e d in t h a t s t u d y , w h i c h may 
be r e l e v a n t , a r e : F i r s t , b a n k r e g u l a t i o n can l i m i t t he s c o p e a n d 
c o s t of b a n k f a i l u r e s b u t is u n l i k e l y to p r e v e n t f a i l u r e s t h a t h a v e 
s y s t e m i c c a u s e s . S e c o n d , for m o s t of t h e p e r i o d s t u d i e d , t h e r e 
w e r e n o r i s k - b a s e d c a p i t a l r e q u i r e m e n t s a n d t h e r e f o r e t h e r e was 
l i t t l e ab i l i t y to c u r b e x c e s s i v e r i sk t a k i n g in w e l l - c a p i t a l i z e d , 
h e a l t h y b a n k s . T h i r d , p r o b l e m b a n k s m u s t be i d e n t i f i e d at an ear -
ly s t age if d e t e r i o r a t i o n in t he b a n k ' s c o n d i t i o n is to be p r e -
v e n t e d . In t he U . S . s y s t e m , t h i s r e q u i r e d f r e q u e n t , p e r i o d i c b a n k 
e x a m i n a t i o n s . F o u r t h , t h e p r e s e n c e of d e p o s i t i n s u r a n c e h e l p e d 
m a i n t a i n a h i g h d e g r e e of f i n a n c i a l s t a b i l i t y t h r o u g h o u t the c r i s i s , 
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b u t n o t w i t h o u t c o s t s . T h e d i r e c t c o s t s of t h e b a n k i n g c r i s i s w e r e 
b o r n by t h e i n d u s t r y . H o w e v e r , C u r r y a n d S h i b u t (2000) c a l c u l a t e 
t h a t t h e S a v i n g s a n d L o a n c r i s i s d u r i n g t h e s a m e t i m e p e r i o d c o s t 
t he U . S . t a x p a y e r s $ 1 2 3 . 8 b i l l i o n , 2 . 1 % of 1990 G D P . C o s t s in -
c l u d e d t h o s e a s s o c i a t e d w i t h m o r a l h a z a r d r i sk a s s o c i a t e d wi th 
d e p o s i t i n s u r a n c e . C h i e f a m o n g t h e s e was t h e f u n n e l i n g of v a s t 
s u m s of m o n e y i n t o h i g h - r i s k c o m m e r c i a l rea l e s t a t e l e n d i n g . In 
a d d i t i o n to m o r a l h a z a r d , t h i s l e n d i n g was a l so e n c o u r a g e d by i l l -
c o n c e i v e d d e r e g u l a t i o n a n d d i s r u p t i v e tax law c h a n g e s . 
B a n k s a re v i e w e d to be m o r e f rag i le for t h r e e r e a s o n s . They h a v e : 
(a) l o w c a p i t a l - t o - a s s e t s r a t i o s ( h i g h l e v e r a g e ) , w h i c h p r o v i d e s l i t -
t le r o o m for l o s s e s ; (b) low c a s h - t o - a s s e t s r a t i o s ( f r a c t i o n a l r e -
s e r v e b a n k i n g ) , w h i c h may r e q u i r e the sa le of e a r n i n g a s s e t s to 
m e e t d e p o s i t o b l i g a t i o n s ; a n d (c) h i g h d e m a n d d e b t a n d s h o r t -
t e r m d e b t - t o - t o t a l d e b t ( d e p o s i t s _ r a t i o s (h igh p o t e n t i a l for a 
r u n ) , w h i c h may r e q u i r e h u r r i e d a s s e t s sa l e s of o p a q u e and n o n -
l i q u i d e a r n i n g a s s e t s w i t h p o t e n t i a l l y l a rge f i r e - s a l e l o s s e s to pay 
off r u n n i n g d e p o s i t o r s . 
In a r e c e n t r e v i e w of t h e l i t e r a t u r e on b a n k c o n t a g i o n , five r ea -
s o n s w e r e i d e n t i f i e d t h a t h a v e b e e n c i t ed for m o r e s e r i o u s c o n t a -
g i o n in b a n k i n g . C o n t a g i o n is p e r c e i v e d to (1) o c c u r f a s t e r ; (2) 
s p r e a d m o r e w ide ly w i t h i n t h e i n d u s t r y ; (3) r e s u l t in a l a r g e r 
n u m b e r of f a i l u r e s ; (4) r e s u l t in l a r g e r l o s s e s to c r e d i t o r s ( d e p o s i -
t o r s ) at fa i led f i r m s ; a n d (5) s p r e a d m o r e b e y o n d t h e b a n k i n g in-
d u s t r y to o t h e r s e c t o r s , t he m a c r o e c o n o m y , a n d o t h e r c o u n t r i e s . 
Government's role in the prevention of bank failure 
O n b a n k i n g c r i s i s r e s o l u t i o n , t h e O E C D (2002) r e c e n t l y c o m p a r e d 
( b a s e d on q u e s t i o n n a i r e r e s p o n s e ) t he t e c h n i q u e s and p r a c t i c e s 
u s e d in m e m b e r c o u n t r i e s . In a d d r e s s i n g p r o b l e m s , typ ica l ly t he 
c e n t r a l b a n k o r g o v e r n m e n t a g e n c y s t e p p e d in fa i r ly ear ly to 
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s u p p l y l i q u i d i t y , w h i c h in m o s t c a s e s h e l p e d to a v e r t a p a n i c by 
i n v e s t o r s . M o s t g o v e r n m e n t s p r o t e c t e d d e p o s i t o r s , in w h o l e or 
p a r t , up to t h e s t a t u t o r y m i n i m u m . L i q u i d a t i o n s w e r e u s e d jus t 
o c c a s i o n a l l y a n d typ ica l ly on ly for s m a l l e r i n s t i t u t i o n s or w h e r e 
on ly a sma l l p a r t of t he b a n k i n g s y s t e m was i m p a i r e d . W h e n l a rge 
c o m m e r c i a l b a n k s h a v e b e e n in t r o u b l e , p r o b l e m s h a v e b e e n re -
s o l v e d u s u a l l y t h r o u g h m e r g e r s a n d s o m e mix of c a p i t a l i n j e c t i o n 
a n d i n c r e a s e d g o v e r n m e n t c o n t r o l . 
A n u m b e r of r e c e n t o f f i c i a l w o r k i n g g r o u p s a n d a c a d e m i c s t u d i e s 
h a v e a n a l y z e d t h e c a u s e s a n d p o l i c y r e s p o n s e s to b a n k f a i l u r e 
a c r o s s c o u n t r i e s . A c c o r d i n g to t h e Bas l e C o m m i t t e e o n B a n k i n g 
S u p e r v i s i o n , a sub g r o u p r e f e r r e d to as " T h e G r o u p e de C o n t a c t " 
e x a m i n e d the c a u s e s of b a n k i n g d i f f i c u l t i e s in t h e E H A s i n c e t he 
l a t e - 1 9 8 0 s . E v i d e n c e was b a s e d on (117) i n d i v i d u a l b a n k p r o b l e m s 
in 17 c o u n t r i e s a n d n a t i o n a l c o u n t r y r e p o r t s f r o m a few c o u n t r i e s 
( F r a n c e , t he UK a n d the S c a n d i n a v i a n c o u n t r i e s ) . T h e m a j o r i t y of 
b a n k i n g d i f f i c u l t i e s w e r e m a n i f e s t as c r e d i t p r o b l e m s a n d s o m e -
t i m e s as o p e r a t i o n a l r i sk . M a r k e t r i sk was r a r e l y a s i g n i f i c a n t 
p r o b l e m . M a n a g e m e n t a n d c o n t r o l w e a k n e s s e s w e r e s i g n i f i c a n t 
c o n t r i b u t o r y f a c t o r s in n e a r l y all c a s e s . H o w e v e r , 9 0 % of t he 
b a n k s r e p o r t e d c a p i t a l r a t i o s a b o u t t h e r e g u l a t o r y r e q u i r e m e n t 
w h e n d i f f i c u l t i e s e m e r g e d . T h e i n t e r n a l r e p o r t of t h e G r o u p e de 
C o n t a c t c o n c l u d e d t h a t th i s s u g g e s t e d l o s s p r o v i s i o n i n g d id n o t 
a c c u r a t e l y r e f l e c t e d a s s e t i m p a i r m e n t a n d t h u s c a p i t a l r a t i o s w e r e 
o v e r s t a t e d . A n d m o r e g e n e r a l l y , e v e n w h e r e a s s e t i m p a i r m e n t h a d 
b e e n p r o p e r l y m e a s u r e d , s u c h q u a n t i t a t i v e m e a s u r e s m i g h t n o t 
c a p t u r e q u a l i t a t i v e p r o b l e m s , s u c h as p o o r m a n a g e m e n t . 
T h e p r o c e s s of f i n a n c i a l l i b e r a l i z a t i o n ( t h o u g h n o t t h e f i nanc i a l 
l i b e r a l i z a t i o n i t se l f ) was a m a j o r f a c t o r in S p a i n , N o r w a y , S w e d e n , 
a n d the U . S . S&L c r i s i s . All f ou r c o u n t r i e s l i f t ed i n t e r e s t r a t e 
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c o n t r o l s b e f o r e t h e c r i s i s , a n d all f ou r h a d r e g u l a t o r y s y s t e m s 
t h a t w e r e ill p r e p a r e d for t h e c r i s e s t h a t f o l l o w e d . T h e f i n a n c i a l 
i n s t i t u t i o n s in t h e s e c o u n t r i e s w e r e a l so p o o r l y p r e p a r e d to o p e r -
a te in t he newly l i b e r a l i z e d e n v i r o n m e n t . Lax s u p e r v i s i o n m a d e 
r e s p o n d i n g to t he p r o b l e m s very d i f f i c u l t , b u t N o r w a y , S w e d e n 
a n d S p a i n h a d d e a l t w i t h t h e i r s y s t e m i c c r i s e s w i t h i n f ive yea r s o t 
i t s o n s e t . In t he U . S . , t h e S&L c r i s i s e x t e n d e d f rom 1981 to 1995 
a n d r e q u i r e d m a n y a t t e m p t s at l e g i s l a t i v e r e f o r m . 
M a c r o e c o n o m i c i n s t a b i l i t y , t h o u g h it has an i m p o r t a n t d o m e s t i c 
c o m p o n e n t , is o f t e n l i n k e d to e x t e r n a l s h o c k s ( V a u b e l , 1 9 8 4 ) . Mi-
c r o e c o n o m i c d e f i c i e n c i e s are o f t e n t i ed in w i t h f o r e i g n e x c h a n g e 
a n d o f f s h o r e t r a n s a c t i o n s r e q u i r i n g c l o s e a n d t r u s t i n g c o n t a c t s 
b e t w e e n r e g u l a t o r s in d i f f e r e n t c o u n t r i e s . R e l a t i v e l y s t r o n g e x t e r -
n a l i t i e s m e a n t h a t e a c h c o u n t r y g a i n s f r o m t h e q u a l i t y of r e g u l a -
t i o n a n d of m a c r o e c o n o m i c s t a b i l i z a t i o n p o l i c y in i ts f i n a n c i a l 
a n d t r a d i n g p a r t n e r s . B u t o u r r e v i e w a l so h i g h l i g h t s t h e n e e d to 
d i s t i n g u i s h b e t w e e n t e c h n i c a l i t i e s a n d e r r o r s o n t h e o n e h a n d , 
a n d a b u s e on the o t h e r . P o l i c y e r r o r s h a v e c e r t a i n l y p l a y e d a p a r t , 
a n d t hey can be a d d r e s s e d t h r o u g h b e t t e r l e g i s l a t i o n and r e g u l a t o -
ry d e s i g n , i m p r o v e d t r a i n i n g of s u p e r v i s o r s a n d a d e q u a t e r e -
s o u r c e s of t he s u p e r v i s o r y a u t h o r i t y , a n d g r e a t e r a t t e n t i o n to t he 
i m p o r t a n c e of a v o i d i n g m a c r o e c o n o m i c o v e r h e a t i n g . B u t it is in 
t h e a rea of r e d u c i n g w h a t m u s t , in c o n v e n t i o n a l t e r m s , be re -
g a r d e d as a b u s e s t h a t t he m o s t i m p o r t a n t r e f o r m s m u s t be s o u g h t . 
P r o m the e c o n o m i s t ' s p e r s p e c t i v e , s u c h as B r o w n b r i d g e , t he m o s t 
i n t e r e s t i n g way of c u r b i n g a b u s e is by a l t e r i n g t h e i n c e n t i v e 
s t r u c t u r e faced by the v a r i o u s p a r t i c i p a n t s : b a n k e r s , d e p o s i t o r s , 
r e g u l a t o r s a n d t h e g o v e r n m e n t i t se l f . W h e n it c o m e s to t h e i n c e n -
t ive s t r u c t u r e for g o v e r n m e n t , we m o v e i n t o t he gray a rea be -
t w e e n f iscal p o l i c i e s on t he o n e h a n d a n d i s s u e s of g o v e r n a n c e 
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a n d even of p o l i t i c a l c o r r u p t i o n o n t h e o t h e r . T h e s e i s s u e s m u s t 
be s q u a r e l y faced if t h e r e is to be d e c i s i v e p r o g r e s s in r e d u c i n g 
the f rag i l i ty of b a n k i n g s y s t e m s . 
T h e s t a g n a t i o n or f a i l u r e of b a n k i n g s y s t e m s t h a t h a v e b e e n 
p r e s s e d t o o h a r d for q u a s i - f i s c a l r e s o u r c e s wil l h a v e b r o u g h t 
h o m e t o o m u c h t h e s h o r t - t e r m n a t u r e of t he f iscal g a i n s to be 
m a d e . I n s o m e c a s e s t h e p o l i t i c i a n s w h o u n d e r m i n e d t h e b a n k i n g 
s y s t e m h a v e s t i l l b e e n in p o w e r w h e n i ts c o l l a p s e p r e s e n t e d t h e m 
w i t h w h a t was on ly a s l i gh t l y d e f e r r e d b i l l . B u t s h o r t - t e r m i s m is 
n o t l ike ly to be c o m p l e t e l y e l i m i n a t e d by s u c h e x p e r i e n c e , a n d 
o n e m u s t seek s t r o n g e r i n s t i t u t i o n a l a r r a n g e m e n t s w i t h i n w h i c h 
g o v e r n m e n t s a n d p o l i t i c i a n s a r e l e s s l ike ly t o ac t in s u c h a way as 
to g e n e r a t e f i n a n c i a l c o l l a p s e . 
E f f e c t i v e l y t he Bas le C o m m i t t e e on B a n k i n g S u p e r v i s i o n is s eek -
ing a m e c h a n i s m w h e r e b y g o v e r n m e n t s can c o n s t r a i n t h e m s e l v e s 
a n d t h e i r s u c c e s s o r s to a v o i d s h o r t - t e r m i s m a n d a b u s e s , t h e r e b y 
s t r e n g t h e n i n g t h e h a n d of t he n a t i o n a l b a n k r e g u l a t o r s . I t is in 
t h i s c o n t e x t t h a t t h e e s t a b l i s h m e n t of an i n t e r n a t i o n a l s a n c t i o n or 
seal of a p p r o v a l b e c o m e s d e s i r a b l e . 
As m i g h t be e x p e c t e d , t h e r e s p o n s e s of s u p e r v i s o r s a n d g o v e r n -
m e n t s h a v e b e e n v a r i e d . S o m e c r i s e s e x t e n d e d o v e r ve ry l o n g p e -
r i o d s ( J a p a n , U.S. ) a n d f o r c e d t h e c o u n t r i e s to m a k e d i f f i c u l t and 
e x p e n s i v e c h a n g e s to s o l v e t he p r o b l e m . O t h e r s ( S w i t z e r l a n d , 
U . K . ) w e r e r e s o l v e d q u i c k l y . T h e t y p e s of r e s o l u t i o n s u s e d r a n g e d 
f rom the c l o s u r e a n d l i q u i d a t i o n of t h e fa i l ed b a n k s ( B a r i n g s , and 
H e r s t a t t ) to g o v e r n m e n t t a k e o v e r s and r e c a p i t a l i z a t i o n ( N o r w a y 
a n d S w e d e n ) . As a r u l e , g o v e r n m e n t s t e n d e d to p lay an a c t i v e 
r o l e , s o m e t i m e s e v e n by i n j e c t i n g n e w c a p i t a l , in cases w h e r e t he 
c a u s e s of t h e c r i s i s i n c l u d e d a m a c r o - e c o n o m i c s h o c k , a n d w h e n 
i ts r e a c h was s y s t e m i c . I t s e e m s , t h o u g h , t h a t t h e t y p e of r e s o l u -
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t i o n , as far as t h e m a r k e t s a n t i c i p a t e i t , can h a v e an i m p a c t on 
t h e c r i s i s i t se l f . T h e m o s t s a l i e n t e x a m p l e is t h e S + L c r i s i s in t h e 
U . S . , w h i c h was a g g r a v a t e d by i n s u r e d d e p o s i t o r s ' c o n f i d e n c e in 
t h e i r i m m u n i t y f r o m any l o s s e s . R e g u l a t o r y c h a n g e d u r i n g or a f t e r 
t he b a n k f a i l u r e s was ve ry c o m m o n . W i d e s p r e a d or s y s t e m i c 
e v e n t s u s u a l l y r e s u l t e d in s o m e t y p e of l e g i s l a t i v e r e s p o n s e . Swe-
d e n , N o r w a y , t h e U . S . a n d J a p a n all h a d m a j o r l e g i s l a t i o n e n a c t e d , 
w i t h t h e U.S . a n d Japan b o t h h a v i n g n u m e r o u s laws p a s s e s d u r i n g 
t h e i r c r i s e s . S p a i n , G e r m a n y , a n d t h e U . K . ( B a r i n g s , B C C I ) r e -
s p o n d e d to t h e i r b a n k f a i l u r e s w i t h r e g u l a t o r y c h a n g e s . L e g i s l a -
t ive a n d r e g u l a t o r y c h a n g e s f o l l o w e d t h r e e m a i n l i n e s . F i r s t , su-
p e r v i s o r s t r i e d to i m p r o v e the r i sk a d e q u a c y o t r e g u l a t i o n . 
General pattern of bank failure 
T h e key r o l e p l a y e d by p o o r m a n a g e m e n t in c r i s e s has a l so b e e n 
h i g h l i g h t e d by v a r i o u s a c a d e m i c s t u d i e s . In a s a m p l e of 24 sys-
t e m i c b a n k i n g c r i s e s in e m e r g i n g - m a r k e t a n d d e v e l o p e d c o u n t r i e s , 
D z i o b e k and P a z a r b a s i o g l u (1997) f o u n d t h a t d e f i c i e n t b a n k m a n -
a g e m e n t a n d c o n t r o l s (in c o n j u n c t i o n w i t h o t h e r f a c t o r s ) w e r e re -
s p o n s i b l e in all c a s e s . In a s t u d y of 29 b a n k i n s o l v e n c i e s , C a p r i o 
a n d K l i n g e b i e l (1996) f o u n d t h a t a c o m b i n a t i o n of m a c r o e c o n o m -
ic a n d m i c r o e c o n o m i c f a c t o r s was u s u a l l y r e s p o n s i b l e . In p a r t i c u -
la r , on t h e m a c r o e c o n o m i c s i d e , r e c e s s i o n a n d t e r m s of t r a d e 
w e r e f o u n d i m p o r t a n t . A l s o , on t h e m i c r o e c o n o m i c s i d e , p o o r su-
p e r v i s i o n and r e g u l a t i o n and d e f i c i e n t b a n k m a n a g e m e n t w e r e of-
t en s i g n i f i c a n t . 
A c c o r d i n g to L a t t e r , b a n k f a i l u r e s can be c l a s s i f i e d in m a n y w a y s , 
i n c l u d i n g by r i sk t y p e , t he t ype of s h o c k t h a t p r e c i p i t a t e d t he 
f a i l u r e s or c r i s i s , t h e s t a t e of t he b a n k i n g s y s t e m , w h a t p o r t i o n of 
t h e b a n k i n g s y s t e m was a f f e c t e d , h o w the c r i s i s was r e s o l v e d , and 
w h e t h e r t h e f a i l u r e s r e s u l t e d in r e g u l a t o r y c h a n g e s . W h i l e each 
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c o u n t r y ' s e x p e r i e n c e has u n i q u e c h a r a c t e r i s t i c s , l o o k i n g a c r o s s all 
o f t h e b a n k i n g c r i s e s can h e l p r e v e a l p a t t e r n s of b a n k f a i l u r e s . 
F o r e x a m p l e , S p a i n , N o r w a y , S w e d e n a n d t h e U .S . h a d ve ry s i m i -
lar e x p e r i e n c e s w h e n they l i b e r a l i z e d t h e i r f i n a n c i a l s y s t e m s . In 
a d d i t i o n , in c o u n t r i e s wThere t h e r e w e r e a s i g n i f i c a n t n u m b e r of 
f a i l u r e s , r ea l e s t a t e l e n d i n g p l a y e d a m a j o r r o l e . T h e f a i l u r e of 
l a rge i n d i v i d u a l b a n k s t e n d e d to be m u c h m o r e i d i o s y n c r a t i c . T h e 
B a r i n g s a n d B C C I f a i l u r e s b o t h h a d s i g n i f i c a n t f r a u d , b u t t h e 
H e r s t a t t b a n k fa i lu re was m o r e m a r k e t r e l a t e d . C r e d i t r i sk , p a r -
t i c u l a r l y rea l e s t a t e l e n d i n g , led to w i d e s p r e a d b a n k i n g p r o b l e m s 
in S w i t z e r l a n d , S p a i n , t h e U n i t e d K i n g d o m , N o r w a y , S w e d e n , J a -
p a n a n d the U . S . M a r k e t r i sk was t he p r i n c i p a l c a u s e of f a i lu re in 
t he i s o l a t e d f a i l u r e of H e r s t a t t ( G e r m a n y ) . M a r k e t r i sk a l so 
c a u s e d the f i rs t s t a g e of t h e U . S . S a v i n g s a n d L o a n f a i l u r e s . F i -
n a n c i a l l i b e r a l i z a t i o n ( d e r e g u l a t i o n ) was a c o m m o n f e a t u r e of ma-
jo r b a n k i n g c r i s e s o f t e n c o m b i n e d w i t h s u p e r v i s o r y s y s t e m s t h a t 
w e r e i n a d e q u a t e l y p r e p a r e d for t h e c h a n g e . 
C r e d i t c o n c e n t r a t i o n r i sk , u s u a l l y in rea l e s t a t e , was c i t e d in n i n e 
o u t o f t h e 13 e p i s o d e s . T h e b r e a d t h of t h e c r i s e s v a r i e d c o n s i d e r -
ab ly . In S w i t z e r l a n d , t h e U n i t e d K i n g d o m , a n d the r e c e n t U . S . 
c a s e , o n l y smal l b a n k s w e r e a f f e c t e d . In S p a i n , N o r w a y , S w e d e n , 
J a p a n , a n d t h e U . S . in t h e 1 9 8 0 ' s , t h e w h o l e b a n k i n g s y s t e m was 
a f f e c t e d . T h e s p e e d of r e s o l u t i o n a n d the r a t e of c l o s u r e s a l so va-
r i e d g r e a t l y . M o s t of t h e w i d e s p r e a d f a i l u r e s r e q u i r e d s o m e 
a m o u n t of p u b l i c s u p p o r t , s o m e t i m e s in ve ry l a rge a m o u n t s . All 
of t he e p i s o d e s t h a t i n v o l v e d l a rge a m o u n t s of p u b l i c s u p p o r t 
w e r e c a u s e d by c r e d i t r i sk p r o b l e m s . M o s t c o u n t r i e s i n s t i t u t e d 
r e g u l a t o r y c h a n g e s f o l l o w i n g t h e f a i l u r e s , w i t h t h e e x c e p t i o n of 
t h e U n i t e d K i n g d o m f o l l o w i n g the sma l l b a n k c r i s i s . 
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T h e w i d e s p r e a d b a n k i n g c r i s e s t h a t i n v o l v e d c r e d i t r i sk w e r e r e -
m a r k a b l y s i m i l a r . A p e r i o d of f i n a n c i a l d e r e g u l a t i o n r e s u l t e d in 
r a p i d g r o w t h in l e n d i n g , p a r t i c u l a r l y in r ea l e s t a t e r e l a t e d l e n d i n g . 
R a p i d l y r i s i n g real e s t a t e p r i c e s e n c o u r a g e d m o r e l e n d i n g , a b e t t e d 
by lax r e g u l a t o r y s y s t e m s in m a n y c a s e s . W h e n e c o n o m i c r e c e s -
s i o n s o c c u r r e d , i n f l a t e d rea l e s t a t e p r i c e s c o l l a p s e d , l e a d i n g d i -
r e c t l y to t he f a i l u r e s . 
T h e o n e - o f f f a i l u r e s w e r e e x c e p t i o n s to t he p a t t e r n (Bas le C o m -
m i t t e e on B a n k i n g S u p e r v i s i o n ) . In t h e U . S . , C o n t i n e n t a l I l l i n o i s 
fa i led d u e to l o s s e s in i ts c o m m e r c i a l l o a n p o r t f o l i o , and the 
s t r i n g of f a i l u r e s of s u b - p r i m e f i n a n c i a l i n s t i t u t i o n s in t he U.S . 
was c a u s e d by f r aud a n d l o s s e s o n l o a n s to b o r r o w e r s w i t h s u b s -
t a n d a r d c r e d i t h i s t o r i e s . W h i l e t h e f a i lu re of B C C I was c a u s e d by 
a m i x t u r e of f r aud a n d c o m m e r c i a l l o a n l o s s e s . T h e o n e - o f f fail-
u r e s w e r e n o t as c lo se ly t i ed to t h e e c o n o m i c d o w n t u r n as t he 
w i d e s p r e a d f a i lu re e p i s o d e s . 
F a i l u r e s d u e e x c l u s i v e l y to m a r k e t r i sk w e r e r e m a r k a b l y few. In 
1 9 7 4 , G e r m a n y ' s I l e r s t a t t B a n k fa i l ed d u e to m a s s i v e l o s s e s in t h e 
b a n k ' s f o r e i g n e x c h a n g e o p e r a t i o n . T h e b a n k was s p e c u l a t i n g in 
t h e f o r e i g n e x c h a n g e m a r k e t t h a t h a d b e e n c o n v e r t e d f rom a f ixed 
e x c h a n g e r a t e r e g i m e to a f l o a t i n g r a t e r e g i m e by the c o l l a p s e of 
t he B r e t t o n W o o d s S y s t e m . T h e H e r s t a t t f a i l u r e is wel l k n o w n in 
i n t e r n a t i o n a l fi n a n c e . The I l e r s t a t t b a n k was c l o s e d at t h e e n d of 
t h e b u s i n e s s day in G e r m a n y , it t h e n s u s p e n d e d p a y m e n t s to 
b a n k s in o t h e r c o u n t r i e s t h a t w e r e s t i l l o p e n . This lef t the o p e n 
b a n k s e x p o s e d to t h e i r D e u t s c h e m a r k p o s i t i o n they h a d p a i d for 
e a r l i e r in t h e i r b u s i n e s s day. T h i s type of s e t t l e m e n t r isk is r e -
f e r r e d to as H e r s t a t t R i sk . 
T h e B a r i n g s f a i l u r e is a l so i n f a m o u s . T h e b a n k s u f f e r e d m a r k e t 
l o s s e s in i ts s u b s i d i a r y in S i n g a p o r e . A s e n i o r t r a d e r c o n c e a l e d 
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t h e l o s s e s u n t i l t hey w e r e so m a s s i v e t h a t t h e b a n k i n g o r g a n i z a -
t i o n fa i l ed . T h e b a n k ' s i n t e r n a l c o n t r o l s a n d m a n a g e m e n t s t r u c -
t u r e w e r e i n a d e q u a t e 1 . 
In t h e i r s a m p l e of 24 s y s t e m i c b a n k i n g c r i s e s , D z i o b e k a n d Pa -
z a r b a s i o g l u (1997) a n a l y z e d t h e s u c c e s s of c r i s i s r e s o l u t i o n p o l i -
c ies a n d w h i c h t y p e s of r e s p o n s e s w e r e m o s t o p t i m a l . T h e y f o u n d 
t h a t r e s o l u t i o n m e a s u r e s w e r e m o r e s u c c e s s f u l in i m p r o v i n g t h e 
b a n k i n g s y s t e m ' s b a l a n c e s h e e t ( s t o c k ) p o s i t i o n s t h a n t h e i r p r o f i t 
( f low) p e r f o r m a n c e . B a l a n c e s h e e t s c o u l d m o r e eas i ly be im-
p r o v e d t h r o u g h an i n j e c t i o n of e q u i t y or s w a p p i n g b o n d s for b a d 
l o a n s . But i m p r o v i n g p r o f i t s was m o r e d i f f i c u l t and t o o k l o n g e r 
b e c a u s e it r e q u i r e s o p e r a t i o n a l r e s t r u c t u r i n g . T h e m o s t p r o g r e s s 
in r e s t o r i n g t h e b a n k i n g s y s t e m ' s f i n a n c i a l s t r e n g t h a n d its i n t e r -
m e d i a t i o n r o l e o c c u r r e d w h e n (i) c o u n t r i e s a d d r e s s e d c r i s e s e a r l i -
e s t , (ii) l e n d e r of las t r e s o r t was s t r i c t l y l i m i t e d , (iii) f i rm exi t 
p o l i c i e s w e r e u s e d , a n d (iv) o w n e r s a n d m a n a g e r s w e r e g i v e n t h e 
r i g h t i n c e n t i v e s . 
F i n a l l y , r e s o l v i n g b a n k f a i l u r e s p r o m p t l y by c l o s i n g (o r m e r g i n g ) 
b a n k s w h e n they fail a n d an i n s o l v e n c y r u l e r e t u r n i n g the b a n k 
a n d / o r i t s a s s e t s to t he p r i v a t e s e c t o r as e x p e d i t i o u s l y as p o s s i b l e 
h e l p to m a i n t a i n m a r k e t d i s c i p l i n e for b a n k s a n d to p r o m o t e s ta -
b i l i t y in t he m a r k e t for b a n k a s s e t s . 
Theories on causes of bank failure 
A s t u d y by A p e a a n d S i z e b e r a (2002) a s s e r t s t h a t t h e r e are m a n y 
c o m p e t i n g t h e o r i e s e x p l a i n i n g t h e c a u s e s of b a n k f a i l u r e . O n e 
t h e o r y a t t r i b u t e s t he f a i lu re to g o v e r n m e n t i n t e r v e n t i o n w h i l e 
a n o t h e r says it is d u e to s o m e e n d o g e n o u s i n s t a b i l i t y . A s t u d y by 
K t n d l e b e r g e r ( 1 9 8 9 , c i t e d by H o o k s 1994 : 37) s h o w e d t h a t a b a n k 
f a i l u r e r e s u l t s f rom r a p i d e x p a n s i o n of b a n k c r e d i t . S o m e o t h e r 
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c a u s e s of b a n k c r i s i s i n c l u d e l e g i s l a t i o n , d e p o s i t i n s u r a n c e , lack 
of sk i l l s , m i s m a n a g e m e n t a n d l ack of r e g u l a t i o n ( P a l u b i n s k a s & 
S t o u g h , 1999) . H e m p e l & S i m o n s o n (1999) a l so b e l i e v e t h a t m i s -
m a n a g e m e n t ; r e g u l a t o r y a n d l e g i s l a t i v e i n t e r f e r e n c e c a u s e s a b a n k 
f a i l u r e . F l e m i n g & C h u , et al (1996) a d d s free b a n k i n g to t he r ea -
s o n s why b a n k s fai l . 
S i n c e 1 9 8 4 , t h e n u m b e r of c o m m e r c i a l b a n k s in t h e U n i t e d S t a t e s 
has fa l len by o n e - t h i r d , r e f l e c t i n g f i rs t a w a v e of f a i l u r e s a n d 
t h e n , m o r e r e c e n t l y , u n p r e c e d e n t e d n u m b e r s of a c q u i s i t i o n has 
e x c e e d e d t h e n u m b e r of f a i l u r e s f o u r - f o l d , e v e n w h e n a c q u i s i t i o n s 
of i n s o l v e n t b a n k s a re c o u n t e d on ly as f a i l u r e s . 
Why d o s o m e b a n k s d i s a p p e a r a n d o t h e r s s u r v i v e ? S e v e r a l s t u d i e s 
h a v e s o u g h t to i d e n t i f y t he c h a r a c t e r i s t i c s t h a t c a u s e b a n k s to 
fai l . S e c t o r a l s h o c k , for e x a m p l e , a s h a r p d e c l i n e in a g r i c u l t u r a l 
o r c o m m o d i t i e s p r i c e s , b r o u g h t i n c r e a s e s in b a n k s f a i l u r e s in r e -
g i o n s h i t a d v e r s e l y by the s h o c k s . N o t all b a n k s w o u l d fai l , h o w -
e v e r . T h o s e w i t h r e l a t i v e l y i l l i q u i d , low q u a l i t y a s s e t s or l i t t l e 
c a p i t a l w e r e m o r e l ike ly to fail . A n d a p a r t f r o m e x c e s s i v e r i sk 
t a k i n g , or s i m p l y b a d luck , b a n k s t h a t m a n a g e d t h e i r o p e r a t i o n s 
i n e f f i c i e n t l y may a l so h a v e b e e n at g r e a t e r r i sk of f a i l i ng . 
Inefficient management 
A c c o r d i n g to t he Base l C o m m i t t e e on B a n k i n g S u p e r v i s i o n , t h e 
key r o l e p l a y e d by p o o r m a n a g e m e n t in c r i s e s has a l so b e e n h ig -
h l i g h t e d by v a r i o u s a c a d e m i c s t u d i e s ( W o r k i n g P a p e r N o . 13 , 
B a n k F a i l u r e s in M a t u r e F c o n o m i e s , A p r i l 2 0 0 4 ) . 
D z i o b e k and P a z a r b a s i o g l u (1997) f o u n d t h a t d e f i c i e n t b a n k m a n -
a g e m e n t a n d c o n t r o l s (in c o n j u n c t i o n w i t h o t h e r f a c t o r s ) w e r e re -
s p o n s i b l e in all c a se s u n d e r t h e i r r e v i e w . B a n k s t h a t m a n a g e d 
t h e i r o p e r a t i o n s i n e f f i c i e n t l y may a l so h a v e b e e n at g r e a t e r r isk of 
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f a i l ing ( W h e e l o c k and W i l s o n , 1 9 9 9 ) . H a n n a n a n d R h o a d e s ( 1 9 8 7 ) , 
s u g g e s t t h a t p o o r l y m a n a g e d b a n k s are l ike ly to t a r g e t s for a c q u i -
s i t i o n s by b a n k e r s w h o t h i n k thev can b e t t e r m a n a g e t h e t a r g e t ' s 
a s s e t s , a n d h e n c e g e n e r a t e i n c r e a s e d p r o f i t s a n d v a l u e . A c c o r d i n g 
to H o o k s (1994) m i s m a n a g e m e n t , e s p e c i a l l y e x c e s s i v e r i s k - t a k i n g 
is t he m a i n c a u s e of b a n k f a i l u r e . 
T h e S o u t h A f r i c a n R e s e r v e B a n k t h r o u g h K r u g e r (2003) n o t e d t h e 
f o l l o w i n g t yp i ca l q u a l i t a t i v e ear ly w a r n i n g s igns of b a n k w e a k -
n e s s / f a i l u r e : 
• W e a k or u n i n f o r m e d b o a r d of d i r e c t o r s 
• L a t e a n d i n a c c u r a t e s u b m i s s i o n of b a n k r e t u r n a n d r e p o r t s 
• R a p i d s ta f f t u r n o v e r a n d c h a n g e s in t o p m a n a g e m e n t 
• I n a d e q u a t e r e p o r t i n g to t o p m a n a g e m e n t 
• O v e r e m p h a s i s on p e r f o r m a n c e b o n u s s y s t e m 
• D e p a r t f rom t r a d i t i o n a l b u s i n e s s 
• P o o r q u a l i t y of b o a r d , m a n a g e m e n t a n d c o r p o r a t e g o v e r -
n a n c e 
A p e a and S e z i b e r a (2002) c i t e S p o l l e n ' s (1997) l i s t of t he f o l l o w -
ing as u n d e r l y i n g t h e f a i l u r e of b u s i n e s s e s is a l s o r e l e v a n t t o b a n k 
f a i l u r e : 
M a n a g e m e n t ' s i n a b i l i t y to a p p r e c i a t e a n d c o n t r o l t h e b u s i n e s s . 
I n a b i l i t y of m a n a g e m e n t to e n s u r e c o m p l i a n c e w i t h la id d o w n 
p r o c e d u r e s . In m a n y s i t u a t i o n s w h e r e t h e r e is a l o s s of a b u s i -
n e s s , t h e f a i l u r e is a t t r i b u t e d to e i t h e r lack of p o l i c i e s , a n d if 
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p o l i c i e s e x i s t e d at a l l , t hey a re i n a d e q u a t e or e x i s t i n g p o l i c i e s a re 
n o t o b s e r v e d . 
I n s u f f i c i e n t n u m b e r of staff , p a r t i c u l a r l y m i d d l e m a n a g e m e n t , 
w h i c h can s u b j e c t a sma l l n u m b e r of e m p l o y e e s to o v e r - t i m e 
w o r k , w h i c h c o u l d e v e n t u a l l y r e s u l t in t h e f a i l u r e of a b a n k . T h e 
i s s u e is w h e t h e r an o r g a n i z a t i o n has a d e q u a t e s t a f f c o m p l e m e n t 
a n d w h e t h e r it a p p r e c i a t e s t h e i r i n t e r e s t s a n d a d d r e s s e s t h e m 
( S p o l l e n 1997 : 86 , 94 ) . 
T h e s i t u a t i o n w h e n f u n d a m e n t a l c o n t r o l p r o c e d u r e s a re i g n o r e d . 
T h e s i t u a t i o n w h e n i n t e r n a l a u d i t d o e s n o t p lay i t s r o l e in t h e 
f o r m u l a t i o n of a b o a r d of d i r e c t o r s ' p o l i c y and i ts p r o c e d u r e s . 
T h e s i t u a t i o n w h e n t h e b o a r d of d i r e c t o r s d o e s n o t e f f e c t i v e l y 
a d d r e s s a u d i t q u e r i e s . 
O v e r - r e l i a n c e on o n e m e m b e r of staff . M o s t of t h e t i m e o r g a n i z a -
t i o n s a re d e f r a u d e d by s o m e of t h e i r own w o r k e r s , m o s t l y t h o s e 
w h o h a v e b e e n w i t h o r g a n i z a t i o n s for l o n g p e r i o d s o f t i m e a n d 
w h o s e w o r k is n o t s u p e r v i s e d . E x c e s s i v e a u t h o r i t y is g i v e n to an 
e m p l o y e e b e c a u s e he s e e m s to be ve ry e f f e c t i v e on h is s c h e d u l e . 
I n d i v i d u a l s in t h i s c a t e g o r y a r e t r u s t e d , d e v o t e d to d u t y a n d w o r k 
e x t r a h o u r s u n d e r t h e g u i s e of s h o w i n g m u c h c o m m i t m e n t . Hef-
f e r n a n (1996) s t a t e s a p r a c t i c a l case of s u c h a s i t u a t i o n t h a t c o n -
t r i b u t e d to t h e f a i l u r e of B a r i n g s B a n k . 
External economic factors 
In a s t u d y of 29 b a n k i n s o l v e n c i e s , C a p r i o a n d K l i n g e b i e l (1996) 
f o u n d t h a t a c o m b i n a t i o n of m a c r o e c o n o m i c a n d m i c r o e c o n o m i c 
f a c t o r s was u s u a l l y r e s p o n s i b l e . In p a r t i c u l a r , on t h e m a c r o e c o -
n o m i c s i d e , r e c e s s i o n a n d t e r m s of t r a d e w e r e f o u n d i m p o r t a n t . 
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T h e f a c t o r s i n c l u d e i n t e r e s t r a t e s f l u c t u a t i o n s , e x c h a n g e r a t e f luc-
t u a t i o n s , a n d s p i r a l i n g i n f l a t i o n a r y c o n d i t i o n s . 
A l s o , on t he m i c r o e c o n o m i c s i d e , p o o r s u p e r v i s i o n a n d r e g u l a t i o n 
a n d d e f i c i e n t b a n k m a n a g e m e n t w e r e o f t e n s i g n i f i c a n t . 
A c c o r d i n g to B r o w n b r i d g e (1998) M a c r o e c o n o m i c i n s t a b i l i t y 
w o u l d h a v e h a d two i m p o r t a n t c o n s e q u e n c e s for t h e l o a n q u a l i t y 
of t h e loca l b a n k s . F i r s t , h igh i n f l a t i o n i n c r e a s e s t h e v o l a t i l i t y of 
b u s i n e s s p r o f i t s b e c a u s e of i ts u n p r e d i c t a b i l i t y , a n d b e c a u s e it 
n o r m a l l y e n t a i l s a h i g h d e g r e e of v a r i a b i l i t y in t h e r a t e s of in -
c r e a s e of t h e p r i c e s of t h e p a r t i c u l a r g o o d s a n d s e r v i c e s w h i c h 
m a k e up the o v e r a l l p r i c e i n d e x . T h e p r o b a b i l i t y t h a t f i rms wil l 
m a k e l o s s e s r i s e s , as d o e s t h e p r o b a b i l i t y t h a t t hey wil l e a rn 
w i n d f a l l p r o f i t s ( H a r v e y a n d J e n k i n s , 1 9 9 4 ) . T h i s i n t e n s i f i e s b o t h 
a d v e r s e s e l e c t i o n a n d a d v e r s e i n c e n t i v e s for b o r r o w e r s to t ake 
r i s k s , a n d t h u s t h e p r o b a b i l i t i e s of l o a n d e f a u l t . 
T h e s e c o n d c o n s e q u e n c e of h i g h i n f l a t i o n is t h a t i t m a k e s l o a n 
a p p r a i s a l m o r e d i f f i c u l t for t h e b a n k , b e c a u s e t h e v i a b i l i t y of p o -
t e n t i a l b o r r o w e r s d e p e n d s u p o n u n p r e d i c t a b l e d e v e l o p m e n t s in 
t h e o v e r a l l r a t e of i n f l a t i o n , i t s i n d i \r i d u a 1 c o m p o n e n t s , e x c h a n g e 
r a t e s a n d i n t e r e s t r a t e s . M o r e o v e r , a s s e t p r i c e s are a l so l ikely to 
be h i g h l y v o l a t i l e u n d e r s u c h c o n d i t i o n s . H e n c e , t he f u t u r e rea l 
v a l u e of l oan s e c u r i t y is a l so \T e r y u n c e r t a i n . 
Batik regulation 
B a n k r e g u l a t i o n has b e e n f o u n d as a c o n t r i b u t i n g f a c t o r to b a n k 
f a i l u r e (Apea a n d S e z i b e r a 2002) . In a m a j o r s t u d y of t h e U .S . 
b a n k i n g c r i s i s in t h e 1 9 8 0 ' s a n d ear ly 1 9 9 0 ' s , t h e F D 1 C (1997) 
a n a l y z e d the c a u s e s of t he c r i s i s , t he r e g u l a t o r y r e s p o n s e s to t he 
c r i s i s a n d the l e s s o n s t h a t c o u l d be l e a r n e d . F i v e of t he l e s s o n s 
i d e n t i f i e d in t h a t s t u d y , w h i c h may be r e l e v a n t , a r e : F i r s t , b a n k 
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r e g u l a t i o n can l imi t t he s c o p e a n d c o s t of b a n k f a i l u r e s b u t is un-
l ike ly to p r e v e n t f a i l u r e s t h a t h a v e s y s t e m i c c a u s e s . S e c o n d , for 
m o s t of t h e p e r i o d s t u d i e d , t h e r e w e r e n o r i s k - b a s e d c a p i t a l r e -
q u i r e m e n t s a n d t h e r e f o r e t h e r e was l i t t l e a b i l i t y to c u r b e x c e s s i v e 
r i sk t a k i n g in w e l l - c a p i t a l i z e d , h e a l t h y b a n k s . T h i r d , p r o b l e m 
b a n k s m u s t be i d e n t i f i e d at an ear ly s t a g e if d e t e r i o r a t i o n in t h e 
b a n k ' s c o n d i t i o n is to be p r e v e n t e d . In t he U .S . s y s t e m , t h i s r e -
q u i r e d f r e q u e n t , p e r i o d i c b a n k e x a m i n a t i o n s . F o u r t h , t h e p r e s e n c e 
of d e p o s i t i n s u r a n c e h e l p e d m a i n t a i n a h igh d e g r e e of f i n a n c i a l 
s t a b i l i t y t h r o u g h o u t t h e c r i s i s , b u t n o t w i t h o u t c o s t s . F i n a l l y , r e -
s o l v i n g b a n k f a i l u r e s p r o m p t l y by c l o s i n g (o r m e r g i n g ) b a n k s 
w h e n they fail a n d an i n s o l v e n c y ru l e r e t u r n i n g t h e b a n k a n d / o r 
i t s a s s e t s to t h e p r i v a t e s e c t o r as e x p e d i t i o u s l y as p o s s i b l e h e l p to 
m a i n t a i n m a r k e t d i s c i p l i n e for b a n k s a n d to p r o m o t e s t a b i l i t y in 
t he m a r k e t for b a n k a s s e t s . 
A pea and S e z i b e r a (2002) c i t i n g H e m p e l & S i m o n s o n s t a t e t h a t 
w h e n g o v e r n m e n t s i n t e r v e n e in s a v i n g b a n k s f r o m fa i l i ng , c r e d i -
t o r s a n d c u s t o m e r s t e n d to rely on the g o v e r n m e n t to p r o t e c t 
t h e i r i n t e r e s t . T h e i n t e r v e n t i o n h o w e v e r , is a d i s i n c e n t i v e for 
o t h e r i n s t i t u t i o n s , c r e d i t o r s a n d c u s t o m e r s to e f f e c t i v e l y m o n i t o r 
t h e i r i n t e r e s t s in b a n k s in an i n d e p e n d e n t m a n n e r . T h e f u r t h e r 
s t a t e t h a t (i) t o o m a n y s t r i n g e n t r u l e s c o u l d c a u s e b a n k s to d i s r e -
g a r d t he m e a s u r e s as they may be seen by t h e b a n k i n g s e c t o r as 
s u p e r f l u o u s ; (ii) a r ig id s y s t e m of ru l e s c o u l d i n h i b i t b a n k s f rom 
s e l e c t i n g t h e m o s t e f f i c i e n t m e a n s of a c h i e v i n g r e g u l a t o r y g o a l s 
set for t h e m a n d may s e r v e as a d i s i n c e n t i v e for i m p r o v e m e n t . 
Market risk 
F i n a n c i a l m a r k e t r i sk r e f l e c t s t he i n v e r s e r e l a t i o n s h i p t h a t e x i s t s 
b e t w e e n m a t u r i t y a n d l i q u i d i t y a n d t h e d i f f i c u l t y t h a t may a r i s e as 
a r e s u l t in a t t e m p t i n g to r e v e r s e e x i s t i n g swap p o s i t i o n s . T h e 
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l o n g e r t he m a t u r i t y of a swap a r r a n g e m e n t t he g r e a t e r wi l l be t he 
u n c e r t a i n t y of t h e l eve l s of f u t u r e i n t e r e s t r a t e s a n d t h e i r b e h a -
v i o u r a n d t h e g r e a t e r t he p o t e n t i a l e f fec t on t h e p a r t i e s c o n -
c e r n e d . 
T h i s m e a n s t h a t in t h e e v e n t of o n e of t h e c o u n t e r p a r t y d e f a u l t -
ing at a t i m e w h e n m a r k e t c o n d i t i o n s are a d v e r s e , it m i g h t p r o v e 
d i f f i c u l t for a n e w c o u n t e r p a r t y to be f o u n d by t h e r e m a i n i n g 
c o u n t e r p a r t y w i t h o u t i n c u r r i n g l o s s e s . If a b a n k i n g i n s t i t u t i o n 
ac t s as i n t e r m e d i a r y p r i n c i p a l in a s w a p , t he b a n k a s s u m e s the 
r i sk of a c o u n t e r p a r t y d e f a u l t i n g , as we l l as any l o s s t h a t may r e -
su l t for t he o p p o s i t e c o u n t e r p a r t y . 
Credit risk 
C r e d i t r i sk is t h e r i sk t h a t c r e d i t a d v a n c e d to b o r r o w e r s wi l l n o t 
be r e p a i d in a c c o r d a n c e w i t h t e r m s a g r e e d u p o n at t h e o u t s e t . 
C r e d i t p r o v i d e d by b a n k s to i n d i v i d u a l s , o r g a n i z a t i o n a n d b u s i -
n e s s e s t a k e s on m a n y f o r m s : f i n a n c i n g a n d t e r m l o a n s . B a n k s in -
cur c r e d i t r i sk a l so w h e n e n g a g i n g in i n t e r e s t r a t e o p t i o n s and 
s w a p s w i t h o t h e r i n s t i t u t i o n s or l a r g e n o n - b a n k c o r p o r a t i o n s . I t 
is h o w e v e r , t he b u s i n e s s of b a n k s to ea rn i n t e r e s t i n c o m e by p r o -
v i d i n g c r e d i t — n o t to i n c u r c r e d i t r i sk w o u l d m e a n n o t d o i n g 
b u s i n e s s . " 
A c c o r d i n g to t he Bas l e C o m m i t t e e on b a n k i n g S u p e r v i s i o n , w o r k -
ing p a p e r n o . 12 (2004) C r e d i t r i sk , p a r t i c u l a r l y rea l e s t a t e l e n d -
i n g , led to w i d e s p r e a d b a n k i n g p r o b l e m s in S w i t z e r l a n d , S p a i n , 
t h e U n i t e d K i n g d o m , N o r w a y , S w e d e n , J a p a n a n d the U . S . M a r k e t 
r i sk was t h e p r i n c i p a l c a u s e of f a i lu re in t h e i s o l a t e d f a i l u r e of 
H e r s t a t t ( G e r m a n y ) . M a r k e t r i sk a l so c a u s e d the f i r s t s t age of t he 
U . S . S a v i n g s and L o a n f a i l u r e s . 
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C r e d i t c o n c e n t r a t i o n r i sk , u s u a l l y in rea l e s t a t e , was c i t e d in n i n e 
o u t of t h e 13 e p i s o d e s of b a n k f a i l u r e . T h e w i d e s p r e a d b a n k i n g 
c r i s e s t h a t i n v o l v e d c r e d i t r i sk w e r e r e m a r k a b l y s i m i l a r . A p e r i o d 
of f i n a n c i a l d e r e g u l a t i o n r e s u l t e d in r a p i d g r o w t h in l e n d i n g , p a r -
t i c u l a r l y in rea l e s t a t e r e l a t e d l e n d i n g . R a p i d l y r i s i n g rea l e s t a t e 
p r i c e s e n c o u r a g e d m o r e l e n d i n g , a b e t t e d by lax r e g u l a t o r y s y s t e m s 
in m a n y c a s e s . W h e n e c o n o m i c r e c e s s i o n s o c c u r r e d , i n f l a t e d rea l 
e s t a t e p r i c e s c o l l a p s e d , l e a d i n g d i r e c t l y to t he f a i l u r e s . 
E x p e r i e n c e f r o m a r o u n d the w o r l d i n d i c a t e s t h a t p o o r c r e d i t q u a l -
ity c o u p l e d w i t h w e a k c r e d i t r i sk m a n a g e m e n t p r a c t i c e s c o n t i n u e s 
to be a d o m i n a n t f a c t o r in b a n k f a i l u r e s a n d b a n k i n g c r i s e s . 
T h e r e f o r e , it is c l ea r t h a t i n f o r m a t i o n on b a n k s ' c r e d i t r i sk p r o -
f i l e s , i n c l u d i n g t h e q u a l i t y of t h e i r c r e d i t e x p o s u r e s a n d the a d e -
q u a c y of t h e i r c r e d i t r i sk m a n a g e m e n t p r o c e s s e s , is c r u c i a l in 
m a r k e t p a r t i c i p a n t s ' and s u p e r v i s o r s ' a s s e s s m e n t of t h e i r c o n d i -
t i o n , p e r f o r m a n c e a n d ab i l i t y to s u r v i v e in t h e l o n g - r u n . Such in-
f o r m a t i o n is a l so i m p o r t a n t in a s s e s s m e n t s of t h e o v e r a l l sa fe ty 
a n d s o u n d n e s s in b a n k i n g s y s t e m s . 
Liquidity risk 
L i q u i d i t y r i sk for b a n k s is c l ea r ly t h e r i sk t h a t a p a r t i c u l a r b a n k 
will n o t be a b l e , in t h e f i r s t i n s t a n c e , to m e e t i t s c o m m i t m e n t s . 
L i q u i d i t y r i sk for a b a n k a r i s e s f rom a fau l ty s t r u c t u r i n g of a s s e t s 
a n d l i a b i l i t i e s w h e r e i n n o s u i t a b l e c u s h i o n of l i q u i d r e s o u r c e s is 
p r e s e n t to p r o v i d e t h e cash w i t h w h i c h to c o p e w i t h u n e x p e c t e d 
e v e n t s . O f t e n , e x c e s s i v e l i q u i d i t y r i sk may a r i s e f rom t h e m i s m a -
n a g e m e n t by a b a n k of o n e o r m o r e o t h e r f i n a n c i a l r i s k s , s u c h as 
i n t e r e s t r a t e r i sk or c r e d i t risk1". 
L i q u i d i t y r i sk c o u l d b e c o m e m o r e i m p o r t a n t to t h e i n d u s t r y if 
b a n k s i n v e s t m o r e of t h e i r f unds in t h i n l y t r a d e d or i l l i q u i d as -
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s e t s . C o m m e r c i a l b a n k i n g a n d i n v e s t m e n t b a n k i n g may b e c o m e 
e v e n m o r e i n t e r t w i n e d , p o s s i b l y i n c r e a s i n g t h e c y c l i c a l i t y of e a r n -
i n g s . 
L i q u i d i t y r i sk for b a n k s is g e n e r a l l y h i g h e s t at t i m e s w h e n c o n f i -
d e n c e in a p a r t i c u l a r b a n k or b a n k s , or t he b a n k i n g s y s t e m as a 
w h o l e , may be u n c e r t a i n " . 
A s s e s s m e n t of t h e l i q u i d i t y r i sk of b a n k s is c l ea r ly of i n t e r e s t to 
t h e i r o w n m a n a g e m e n t s , to o u t s i d e a n a l y s t s s u c h as s t o c k b r o k e r s 
a n d w r i t e s of t h e f i n a n c i a l m e d i a , and to s u p e r v i s o r y or r e g u l a t o -
ry a u t h o r i t i e s b o t h d o m e s t i c a n d f o r e i g n . 
As c o m p e n s a t i o n for b a n k s ' e x p o s u r e to l i q u i d i t y r i sk a r i s i n g 
f r o m t h e i r b r i d g i n g o f t h e t i m e gap b e t w e e n b o r r o w e r s and l e n d -
e r s , b a n k s e a r n h i g h e r i n t e r e s t on l o n g - t e r m l o a n s t h a n w h a t t h e v 
pay d e p o s i t s or l o a n s , w h i c h , in t h e n a t u r e of t h i n g s a re of s h o r t -
er t e r m . 
B a n k s a t t e m p t to e s t i m a t e as a c c u r a t e l y as p o s s i b l e , f rom e x p e -
r i e n c e , h o w m u c h c a s h t hey are l ike ly to h a v e to pay o u t on d e -
m a n d by c u s t o m e r s or r e i m b u r s e d e p o s i t o r s n o t r o l l i n g o v e r ma-
t u r i n g d e p o s i t s ( S A R B , 2 0 0 4 ) . S u c h c a s h is t h e n set a s i d e , in-
v e s t e d in l i q u i d a s s e t s or p l a c e on call u n t i l r e q u i r e d , s i n c e u n i n -
v e s t e d cash e a r n s n o i n c o m e . 
G e n e r a l l y s p e a k i n g t h e n e e d s for l i q u i d i t y on the p a r t s of b a n k s 
may be c l a s s i f i e d u n d e r four h e a d i n g s : 
T h e n e e d by a b a n k to r e p l a c e ne t o u t f l o w s of f u n d s d u e to r e t a i l 
d e p o s i t s b e i n g w i t h d r a w n , or w h o l e s a l e funds ( d e p o s i t s a n d 
l o a n s ) n o t b e i n g r e n e w e d ( d i s t i n g u i s h a b l e as t he ' f u n d i n g ' a s p e c t 
of l i q u i d i t y r i s k ) ; 
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The n e e d of a b a n k to c o m p e n s a t e for n o n - r e c e i p t of e x p e c t e d 
fund i n f l o w s , d u e to a b o r r o w e r n o t m e e t i n g his c o m m i t m e n t s 
t i m e o u s l y ( d i s t i n g u i s h a b l e as t h e ' t i m e ' a s p e c t of l i q u i d i t y r i s k ) ; 
The n e e d by a b a n k to o b t a i n f u r t h e r funds w h e n c o n t i n g e n t l ia-
b i l i t i e s a c t u a l l y a r i s e , as w h e n e x i s t i n g o v e r d r a f t f ac i l i t i e s or l i nes 
of c r e d i t a re s u d d e n l y m o r e fully u t i l i z e d , or w h e n c o m m i t m e n t s 
r e s u l t i n g f rom e n d o r s e m e n t s of b i l l s or p r o m i s s o r y n o t e s h a v e to 
be m e t w h e n the l a t t e r a re d i s h o n o u r e d ( d i s t i n g u i s h a b l e as t he 
' c a l l ' a s p e c t of l i q u i d i t y r i s k ) ; 
T h e n e e d by a b a n k to be ab le to u n d e r t a k e n e w d e s i r a b l e t r a n s a c -
t i o n s , as w h e n an i m p o r t a n t c u s t o m e r r e q u e s t s f u r t h e r funds (a l so 
an e x a m p l e of t h e ' c a l l ' a s p e c t of l i q u i d i t y r i s k ' 
Capital requirements 
B a n k i n g p r o b l e m s w e r e m o r e s e v e r e a n d / o r m o r e d i f f i c u l t to r e -
s o l v e w h e n they h i t w e a k l y c a p i t a l i z e d i n s t i t u t i o n s . W h i l e N o r w e -
g i an b a n k s fa i l ed in t h e ear ly 1 9 9 0 s , b e t t e r - c a p i t a l i z e d D a n i s h 
b a n k s w e r e m u c h m o r e r e s i l i e n t to a s i m i l a r p e r i o d of e c o n o m i c 
s t r e s s . W h e r e c a p i t a l r e q u i r e m e n t s w e r e n o t r i sk a d e q u a t e , b a n k s 
s o m e t i m e s d id r e s p o n d by t a k i n g r i s k s t h a t l ed t h e m i n t o d i f f i c u l -
t i e s , as is i l l u s t r a t e d by s o m e U . S . e x a m p l e s . T h e 1988 Base l Ac-
c o r d t h u s h a d b e n e f i c i a l e f f e c t s . T h e i n t r o d u c t i o n of r i s k - b a s e d 
c a p i t a l s t a n d a r d s f o r c e d s u p e r v i s o r s and b a n k s to b e g i n e x a m i n -
ing the u n d e r l y i n g r i sk s in b a n k s . T h e A c c o r d a l l o w e d U . S . r e g u -
l a t o r s to ag r ee on u n i f o r m a n d i n c r e a s e d c a p i t a l s t a n d a r d s for all 
t y p e s of b a n k s a n d t h r i f t s . T h e A c c o r d a l so e n c o u r a g e d s u p e r v i -
s o r s and b a n k e r s to m o r e c l o s e l y e x a m i n e t h e u n d e r l y i n g r i s k s in 
b a n k s a n d m a k e p o r t f o l i o c h a n g e s b a s e d on t h o s e r i s k s . 
The o b s e r v a t i o n m a d e by t h e G r o u p e de C o n t a c t (1999) t h a t t h e 
v a s t m a j o r i t y of fa i led b a n k s s h o w e d i n t a c t c a p i t a l p o s i t i o n s w h e n 
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p r o b l e m s e m e r g e d , t h u s has to be r e a d w i t h g r e a t c a r e . F i r s t , 
b a n k s ' a c c o u n t i n g c a p i t a l fails to m e a s u r e i ts t r u e c a p i t a l p o s i t i o n 
if a c c o u n t i n g a n d v a l u a t i o n are i n a d e q u a t e , as was t he case w i t h 
s e v e r a l b a n k s t h a t f a i l ed , m o s t n o t a b l y w i t h B C C I or B a r i n g s . 
S e c o n d , even t h o u g h r e g u l a t o r y c a p i t a l may n o t a lways h a v e p r e -
v e n t e d b a n k i n g p r o b l e m s , s u f f i c i e n t c a p i t a l d id at l e a s t h e l p t h e 
r e s t r u c t u r i n g of b a n k s as o n g o i n g c o n c e r n s . T h i r d , t he m e r i t s of 
r e g u l a t o r y c a p i t a l c a n n o t on ly be j u d g e d on t h e b a s i s of fa i led 
b a n k s a l o n e , t h e m a i n b e n e f i t o f c a p i t a l r e q u i r e m e n t s b e i n g t h a t 
s o m e b a n k s did n o t fail t h a t m i g h t h a v e d o n e so in t he a b s e n c e of 
any c a p i t a l s t a n d a r d s . 
H a s a n a n d D w y e r (1994) p r o v i d e e v i d e n c e i n d i c a t i n g t he ex i s -
t e n c e of c o n t a g i o u s b a n k r u n s d u r i n g F r e e B a n k i n g F r a in t he 
USA (1837 - 1863) t h a t w e r e c a u s e d by e v e n t s e x o g e n o u s to t h e 
b a n k i n g s y s t e m . F u r t h e r m o r e , e v i d e n c e f r o m t h e N a t i o n a l B a n k -
ing S y s t e m ( 1 8 6 3 — 1913) i n d i c a t e s t h a t p e r i o d s of b a n k f a i l u r e s 
w e r e a s s o c i a t e d w i t h m a c r o e c o n o m i c i n s t a b i l i t y (e .g . B e r n a n k e , 
1 9 8 3 ; F r i e d m a n & S c h w a r t z , 1 9 6 3 ; and K u a f m a n , 1 9 9 2 ) . S t u d i e s 
by S a u n d e r s a n d W i l s o n (1996) s t r e s s t he s i g n i f i c a n t r o l e of e c o -
n o m i c s h o c k s . 
B o u g h e a s (1999) a s s e r t s t h a t d u r i n g p e r i o d s of e c o n o m i c i n s t a b i l -
i ty , s o l v e n t b a n k s can i n d e e d face l i q u i d i t y p r o b l e m s c a u s e d by 
the r e a c t i o n of d e p o s i t o r s to n e w s a b o u t t he f i n a n c i a l i n s o l v e n c y 
of o t h e r b a n k s . 
B a n k s w i t h r e l a t i v e l y i l l i q u i d , l ow q u a l i t y a s s e t s or l i t t l e c a p i t a l 
w e r e m o r e l ike ly to fail ( W h e e l o c k a n d W i l s o n , 2 0 0 0 ) . T h e v w e n t 
on to f ind t h a t b a n k s w i t h c a p i t a l a d e q u a c y p r o b l e m s (h igh ly le-
v e r a g e d b a n k s ) , p o o r m a n a g e m e n t , l ow e a r n i n g s , l ow l i q u i d i t y , or 
r i sky a s s e t p o r t f o l i o s a re m o r e l ike ly to fai l . 
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F i r s t , b a n k s ' a c c o u n t i n g c a p i t a l fails to m e a s u r e i ts t r u e c a p i t a l 
p o s i t i o n if a c c o u n t i n g and v a l u a t i o n a re i n a d e q u a t e , as was t h e 
case w i t h s e v e r a l b a n k s t h a t f a i l ed , m o s t n o t a b l y w i t h B C C I or 
B a r i n g s . S e c o n d , e v e n t h o u g h r e g u l a t o r y c a p i t a l may n o t a lways 
h a v e p r e v e n t e d b a n k i n g p r o b l e m s , s u f f i c i e n t c a p i t a l d id at l e a s t 
h e l p the r e s t r u c t u r i n g of b a n k s as o n g o i n g c o n c e r n s . T h i r d , t he 
m e r i t s o i: r e g u l a t o r y c a p i t a l c a n n o t o n l y be j u d g e d o n t h e b a s i s of 
fa i led b a n k s a l o n e , t he m a i n b e n e f i t of c a p i t a l r e q u i r e m e n t s b e i n g 
t h a t s o m e b a n k s did n o t fail t h a t m i g h t h a v e d o n e so in t he a b -
s e n c e of any c a p i t a l s t a n d a r d s . 
Capital requirements 
M o r a l H a z a r d (or A d v e r s e I n c e n t i v e s ) is a c o n c e p t w i t h r e l e v a n c e 
to a v a r i e t y of p r i n c i p a l a g e n t r e l a t i o n s h i p c h a r a c t e r i z e d by 
a s y m m e t r i c i n f o r m a t i o n ( B r o w n b r i d g e , 1 9 9 8 ) . In b a n k i n g th i s 
w o u l d m e a n a d v e r s e i n c e n t i v e s on b a n k o w n e r s to ac t in ways 
w h i c h are c o n t r a r y to t h e i n t e r e s t s of the b a n k ' s c r e d i t o r s ( m a i n l y 
d e p o s i t o r s or t h e g o v e r n m e n t if it e x p l i c i t l y or i m p l i c i t l y i n s u r e s 
d e p o s i t s ) , by u n d e r t a k i n g r i sky i n v e s t m e n t s t r a t e g i e s ( such as 
l e n d i n g at h i g h i n t e r e s t r a t e s to h i g h - r i s k b o r r o w e r s ) wThich, if 
u n s u c c e s s f u l , w o u l d j e o p a r d i z e t h e s o l v e n c y of t he b a n k . B a n k 
o w n e r s h a v e i n c e n t i v e s to u n d e r t a k e such s t r a t e g i e s b e c a u s e , w i t h 
l i m i t e d l i a b i l i t y , t h e y b e a r on ly a p o r t i o n of t h e d o w n s i d e r i sk b u t 
s t a n d to g a i n , t h r o u g h h i g h e r p r o f i t s , a l a rge s h a r e of t h e u p s i d e 
r e w a r d s . In c o n t r a s t , t h e d e p o s i t o r s (or d e p o s i t i n s u r e r s ) ga in l i t -
t le f r o m t h e u p s i d e b u t b e a r m o s t of t h e d o w n s i d e r i sk . T h e ina -
b i l i t y of d e p o s i t o r s to a d e q u a t e l y m o n i t o r b a n k o w n e r s , b e c a u s e 
of a s y m m e t r i c i n f o r m a t i o n a n d free r i d e r p r o b l e m s , a l l o w s the 
l a t t e r to a d o p t i n v e s t m e n t s t r a t e g i e s , w h i c h e n t a i l h i g h e r l eve l s of 
r i sk ( n o t fully c o m p e n s a t e d for by d e p o s i t r a t e r i sk p r e m i u m s ) 
t h a n d e p o s i t o r s w o u l d p r e f e r . (Apea a n d S i z e b e r a , 2 0 0 2 ) . 
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M o r a l H a z a r d on b a n k o w n e r s can be e x a c e r b a t e d by a n u m b e r of 
f a c t o r s . F i r s t , an i n c r e a s e in t he i n t e r e s t r a t e may lead b o r r o w e r s 
to c h o o s e i n v e s t m e n t s w i t h h i g h e r r e t u r n s w h e n s u c c e s s f u l b u t 
w i t h l o w e r p r o b a b i l i t i e s of s u c c e s s (S t ig l i t z a n d W e i s s , 1981 ) : 
H e n c e , a r i se in d e p o s i t r a t e c o u l d i n d u c e b a n k s to a d o p t m o r e 
r i sky i n v e s t m e n t s t r a t e g i e s . A r i se in b a n k l e n d i n g r a t e s can h a v e 
s i m i l a r i n c e n t i v e e f f e c t s on t h e b a n k ' s b o r r o w e r s . 
S e c o n d , m a c r o e c o n o m i c i n s t a b i l i t y can a l so w o r s e n a d v e r s e i n c e n -
t i v e s , if it w e r e to a f f ec t t h e v a r i a n c e of t he p r o f i t s of t he b a n k ' s 
b o r r o w e r s , e s p e c i a l l y w h e n t h e r e c o v a r i a n c e b e t w e e n b o r r o w e r s ' 
p r o f i t s (e .g . of a l a r g e s h a r e of b o r r o w e r s a r e in t h e s a m e i n d u s -
try) or if l o a n p o r t f o l i o s a re n o t wel l d i v e r s i f i e d a m o n g i n d i v i d u a l 
b o r r o w e r s ( M c K i n n o n & Pi l l , 1 9 9 8 ) . 
T h i r d , t h e e x p e c t a t i o n t h a t t h e g o v e r n m e n t wil l bai l o u t a d i s -
t r e s s e d b a n k may w e a k e n i n c e n t i v e s on b a n k o w n e r s w i t h a r e p u -
t a t i o n for p r u d e n t m a n a g e m e n t . D e p o s i t i n s u r a n c e a l so r e d u c e s 
i n c e n t i v e s for d e p o s i t o r s to m o n i t o r b a n k s . 
F o r t h , m o r a l h a z a r d is i n v e r s e l y r e l a t e d to b a n k c a p i t a l . T h e o w n -
e r s of p o o r l v c a p i t a l i z e d b a n k s h a v e l i t t l e of t h e i r o w n m o n e y to 
l o s e f rom r i sky i n v e s t m e n t s t r a t e g i e s . By i m p l i c a t i o n , f i n a n c i a l 
d i s t r e s s in t he b a n k i t s e l f w o r s e n s m o r a l h a z a r d , b e c a u s e , as t h e 
v a l u e of t he b a n k ' s c a p i t a l f a l l s , t he i n c e n t i v e s on i ts o w n e r s to 
p u r s u e s t r a t e g i e s , w h i c h m i g h t p r e s e r v e i t s s o l v e n c y , a re r e d u c e d 
( B e r g e r et al , 1 9 9 5 ) . F o r s i m i l a r r e a s o n s , i n t e n s i f i e d c o m p e t i t i o n 
in b a n k i n g m a r k e t s can a l so e n c o u r a g e m o r a l h a z a r d , by r e d u c i n g 
t h e f r a n c h i s e v a l u e of b a n k s : t h e p r e s e n t v a l u e of a b a n k ' s f u t u r e 
p r o f i t s ( C a p r i o a n d S u m m e r s , 1 9 9 3 ) . 
M o r a l h a z a r d b e c o m e s e v e n m o r e a c u t e w h e n t h e b a n k l e n d s to 
p r o j e c t s c o n n e c t e d to i ts o w n d i r e c t o r s or m a n a g e r s ( i n s i d e r l e n d -
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i n g ) . In s u c h c a s e s , t h e i n c e n t i v e s for i m p r u d e n t ( and f r a u d u l e n t ) 
b a n k m a n a g e m e n t are g r e a t l y i n c r e a s e d in t h a t all of t he p r o f i t s 
a r i s i n g f rom the p r o j e c t s a re i n t e r n a l i z e d (in t he case of l o a n s to 
u n c o n n e c t e d b o r r o w e r s t h e p r o j e c t r e t u r n s are s p l i t b e t w e e n 
l e n d e r a n d b o r r o w e r ) , w h e r e a s t h a t p a r t of t he l o s s e s b o r n e by 
d e p o s i t o r s o r t a x p a y e r s a re e x t e r n a l i z e d . N o t s u r p r i s i n g l y , i n s i d e r 
l e n d i n g is a m a j o r c a u s e of b a n k fa i lu re a r o u n d the w o r l d ( C a p r i o , 
1 9 9 7 ) . 
2.4 BANKING SUPERVISION ENVIRONMENT 
T h e t h i r d c h a p t e r p r o v i d e s a b r i e f d e s c r i p t i o n of t he S o u t h Af r i -
can B a n k i n g S u p e r v i s i o n e n v i r o n m e n t . T h e i n f o r m a t i o n is l a rge ly 
an e x t r a c t f rom t h e a n n u a l r e p o r t of t he S u p e r v i s i o n D e p a r t m e n t 
of t h e S o u t h A f r i c a n R e s e r v e B a n k . 
2.4.1 STAGES OF BANKING CYCLE 
B a n k i n g g e n e r a l l y p r o g r e s s e s t h r o u g h v a r i o u s s t a g e s of w h a t is 
c o m m o n l y r e f e r r e d to as " S t a g e s of a B a n k i n g C y c l e " ( S A R B , 
2 0 0 4 ) . I t is t h o s e b a n k s t h a t p r o a c t i v e l y p l a n ( d u r i n g g o o d t i m e s ) 
for t h e h a r d t i m e s of t h e cyc le t h a t s u r v i v e . T h e b r o a d e igh t s t a g -
es of t he cyc le can s i m p l i s t i c a l l y be d e p i c t e d as in F i g u r e 1 b e l o w . 
FIGURE 1: STAGES OF A BANKING CYCLE 
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S o u r c e : S A R B , 2 0 0 4 . 
W o r k i n g t h r o u g h t h e v a r i o u s s t a g e s of t h e c y c l e , o n e can eas i ly 
i d e n t i f y t he c o r r e s p o n d i n g e v e n t s in S o u t h A f r i c a . T h e c o u n t r y 
e x p e r i e n c e d s t a g e 1, a b a n k i n g c r i s i s , d u r i n g t h e p e r i o d f rom la te 
1999 to 2 0 0 2 . R e g u l a t o r y a c t i o n s w e r e t a k e n by the S u p e r v i s i o n 
d e p a r t m e n t a n d i m p l e m e n t e d d u r i n g s t a g e 2, a n d n o r m a l i t y r e -
t u r n e d to t h e b a n k i n g s e c t o r . S tage 3 d a w n e d w h e n t h e s u r v i v i n g 
b a n k s w e r e s t i l l e x t r e m e l y a w a r e of t h o s e e v e n t s , a n d m a n y b a n k -
ers b e c a m e m o r e p r u d e n t . This s t a g e i n v o l v e d , a m o n g s t o t h e r ac -
t i o n s , d o w n - or r i g h t s i z i n g of b u s i n e s s e s , c u r t a i l m e n t a n d c r i t i c a l 
e v a l u a t i o n of c o s t s t r u c t u r e s , d i s p o s a l of p r e v i o u s l y a c q u i r e d 
n o n - c o r e a n d n o n - p e r f o r m i n g a s s e t s a n d i n v e s t m e n t s , e v a l u a t i o n 
of t he r e q u i r e d s t a f f c o m p l e m e n t s , r e c o n s t i t u t i o n of m a n a g e m e n t 
a n d b o a r d s t r u c t u r e s a n d an o v e r h a u l of t h e r i s k - m a n a g e m e n t 
p r a c t i c e s a n d s t r u c t u r e s in p l a c e at t h e t i m e . 
T h e f o u r t h s t age t h a t of t he e c o n o m y a n d s t o c k m a r k e t s t a k i n g 
off, has b e e n very p r e v a l e n t in S o u t h Af r i ca in r e c e n t t i m e s , r e -
s u l t i n g in all m a c r o - e c o n o m i c i n d i c a t o r s m o v i n g i n t o p o s i t i v e t e r -
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r i t o r y . S i m i l a r l y , t h e a l l - s h a r e i n d e x t o u c h e d an a l l - t i m e h i g h of 
12 681 p o i n t s at t he e n d of D e c e m b e r 2 0 0 4 . I n c r e a s e d l oan 
g r o w t h , c h a r a c t e r i s t i c of s t a g e 5, was at t h e f o r e f r o n t of b a n k i n g 
a c t i v i t y d u r i n g the year u n d e r r e v i e w , a n d d e m a n d for c r e d i t 
s u r g e d to a 1 3 - m o n t h h i g h in D e c e m b e r 2 0 0 4 / J a n u a r y 2 0 0 5 , 
w h i l s t c o n s u m e r s p e n d i n g r e m a i n e d s t r o n g . S igns of s t a g e s 6 a n d 
7 - n e w c o m p e t i t o r s a n d e x c e s s l i q u i d i t y a n d i n v e s t m e n t o p t i m i s m 
are b e g i n n i n g to e m e r g e . By t h e e n d of 2 0 0 4 , i n t e r e s t in a c q u i r i n g 
a s t a k e in S o u t h A f r i c a n b a n k s h a d b e e n e x p r e s s e d by s o m e i n t e r -
n a t i o n a l p l a y e r s . B a r c l a y s saw t h e c u l m i n a t i o n of t h i s i n t e r e s t in 
a c q u i s i t i o n of a c o n t r o l l i n g s h a r e h o l d i n g in A b s a . A l s o , r e p o r t s , 
by s o m e b a n k s , of a b u i l d - u p of e x c e s s ca sh w e r e b e g i n n i n g to 
s u r f a c e . 
I t can t h u s be seen t h a t S o u t h Afr ica has p r o g r e s s e d to s t age 5 of 
t h e c y c l e ' s e i g h t s t a g e s , w h i l s t s i gns of s t a g e s 6 a n d 7 a re b e c o m -
ing a p p a r e n t . T h e v e x i n g q u e s t i o n is o b v i o u s l y w h e t h e r or n o t t h e 
cyc le wi l l be c o m p l e t e d . U n f o r t u n a t e l y , n o a m o u n t or e x t e n t of 
b a n k i n g r e g u l a t i o n a n d s u p e r v i s i o n can e v e r p r e v e n t t he o c c u r -
r e n c e of p r o b l e m s at b a n k s . I t i s , h o w e v e r , t he r e g u l a t o r ' s r e -
s p o n s i b i l i t y to be p r o a c t i v e by a s s i s t i n g b a n k s to i den t i f y w h i c h 
s t a g e of t h e cyc le has b e e n r e a c h e d a n d to e n c o u r a g e b a n k s 
p r o a c t i v e l y to t ake a p p r o p r i a t e s t e p s a n d a c t i o n s in p r e p a r a t i o n 
for t h e l e a n e r p e r i o d s t h a t may fo l l ow . 
A c c o r d i n g l y , w i t h o u t in any way d e t r a c t i n g f r o m t h e l o n g - t e r m 
s u s t a i n a b l e a n d s o u n d m a c r o - e c o n o m i c f u n d a m e n t a l s t h a t a re in 
p l a c e in S o u t h Af r i c a , b a n k e r s s h o u l d be a w a r e t h a t cyc les do 
t u r n . P r u d e n t b a n k e r s a re t h o s e w h o ca re fu l ly p l o t t he cycle a n d , 
d u r i n g the g o o d t i m e s , p u t in p l a c e s u i t a b l e m e a s u r e s to e n s u r e 
t h a t t h e i r b a n k s can s u r v i v e , w i t h a m i n i m u m of a d d i t i o n a l or 
d r a s t i c a c t i o n , t h e e f f e c t s of any d o w n t u r n t h a t may p r e s e n t i t-
self. 
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2.4.2 CONCENTRATION IN THE SOUTH AFRICAN BANKING SYS-
TEM 
S e v e r a l i n d i c e s may be u s e d to m e a s u r e c o n c e n t r a t i o n a n d c o m p e -
t i t i o n in a b a n k i n g s y s t e m . T h e m o s t w ide ly u s e d i n d e x in t h e l i-
t e r a t u r e is t h e H e r f i n d a h l - H i r s c h m a n i n d e x , c o m m o n l y r e f e r r e d to 
as t h e H - i n d e x ( R h o a d e s , 1 9 9 3 ) . 
A c c o r d i n g to S A R B ' s a n n u a l r e p o r t , 1 9 9 4 , S o u t h Afr ica h a d 36 
b a n k i n g i n s t i t u t i o n s at t he e n d of t h a t , t he H - i n d e x d e t e r i o r a t e d 
f r o m 0 ,170 in 2 0 0 3 to 0 ,182 in 2 0 0 4 , as i l l u s t r a t e d in f igure 2 b e -
l o w . 
S i n c e t h e n u m b e r of b a n k s has d e c r e a s e d by on ly o n e b a n k s i n c e 
2 0 0 3 , t h e d e t e r i o r a t i o n in t h e H - i n d e x can be a t t r i b u t e d m a i n l y to 
t h e fou r l a r g e s t b a n k i n g g r o u p s c o n s t i t u t i n g a l a r g e r p r o p o r t i o n 
of t h e t o t a l b a n k i n g s y s t e m . T h e s e fou r b a n k s c o n s t i t u t e d 83 ,7 
p e r c e n t of t he b a n k i n g s e c t o r in D e c e m b e r 200 4, c o m p a r e d to 
80 ,8 p e r c e n t in D e c e m b e r 2 0 0 3 . 
Figure 2: H-index for the South African banking system (1994-2004) 
i ,19 | 1 o r -
19S4 1956 18.36 TS«' 19S6 1996 Z » J 20C1 l.O'.S 2CC3 MM 
S o u r c e : S A R B . 
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2.4.3 OVERVIEW OF THE SUPERVISORY ACTIVITIES 
T h e S o u t h A f r i c a n b a n k i n g i n d u s t r y has b e e n h i g h l y c o m p e t i t i v e , 
p a r t i c u l a r l y a f t e r t he A s i a n c o n t a g i o n of t h e l a te 1 9 9 0 s . T h e in-
c r e a s e d c o m p e t i t i v e n e s s r e s u l t e d in a c h a n g e in t h e b a n k i n g e n v i -
r o n m e n t a n d t h u s r e l a t e d r i sk s c h a n g e d . The S u p e r v i s i o n d e p a r t -
m e n t of t he SARB has to r e s p o n d a n d has a c c o r d i n g l y t a i l o r e d i ts 
f r a m e w o r k in o r d e r to e f f e c t i v e l y m o n i t o r t he r e l a t e d r i s k s . 
T h e S u p e r v i s i o n d e p a r t m e n t ' s 
a m o n g o t h e r t h i n g s , six s t e p s in 
in f igu re 3 b e l o w . 
m o d i f i e d f r a m e w o r k i n c l u d e d , 
t h e s u p e r v i s o r y p r o c e s s as s h o w n 
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FIGURE 3: Six STEPS IN SUPERVISORY PROCESS 
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Quantitative analysis 
A c c o r d i n g to S A R B ' s S u p e r v i s i o n D e p a r t m e n t , t he s u p e r v i s o r y 
a p p r o a c h a n d p r o c e s s e s a re p r i m a r i l y r i sk f o c u s e d . F r o m the 
p e r s p e c t i v e of q u a n t i t a t i v e a n a l y s i s , all s t a t u t o r y r e t u r n s a n d o t h -
er f i n a n c i a l i n f o r m a t i o n s u b m i t t e d by b a n k s e n t a i l d e t a i l e d ana ly -
s i s , i n c l u d i n g t i m e - s e r i e s a n a l y s i s , a n d i n t e r p r e t a t i o n of t he 
t r e n d s r e f l e c t e d in g r a p h i c m a t e r i a l p r e p a r e d f rom the f i n a n c i a l 
a n d r i sk i n f o r m a t i o n of b a n k s s u b m i t t e d to t h e D e p a r t m e n t . T h i s 
a n a l y s i s and the i n f o r m a t i o n g a t h e r e d t h r o u g h p r u d e n t i a l m e e t -
i n g s , t h a t i s , b u d g e t s a n d m a n a g e m e n t - a c c o u n t i n f o r m a t i o n , f o rm 
the b a s i s of f u r t h e r a n d r e g u l a r i n t e r a c t i o n a n d d i s c u s s i o n s , at a 
m i c r o l eve l , w i t h t h e a p p r o p r i a t e r i sk m a n a g e r s of b a n k s . As a r e -
s u l t , t he D e p a r t m e n t is ab l e to r i sk r a t e i n d i v i d u a l b a n k s as h i g h , 
m e d i u m or low r i sk . 
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Qualitative analysis 
D u r i n g 2 0 0 4 f i n a n c i a l y e a r , t h e D e p a r t m e n t ' s r e l a t i o n s h i p t e a m s 
u n d e r t o o k q u a l i t a t i v e a s s e s s m e n t s of each i n d i v i d u a l b a n k , by 
h o l d i n g , a m o n g s t o t h e r t h i n g s , p r u d e n t i a l , b i l a t e r a l a n d ad h o c 
m e e t i n g s w i t h t h e v a r i o u s s t a k e h o l d e r s . These q u a l i t a t i v e a s s e s s -
m e n t s f o r m e d an i n t r i n s i c p a r t of t h e D e p a r t m e n t ' s s u p e r v i s o r y 
p r o g r a m m e for e a c h i n d i v i d u a l b a n k a n d b a n k i n g g r o u p a n d in-
c l u d e d s t r u c t u r e d m e e t i n g s w i t h t h e c h i e f e x e c u t i v e o r f i c e r , ex-
t e r n a l a n d i n t e r n a l a u d i t o r s , r i sk m a n a g e r s a n d o t h e r e x e c u t i v e 
o f f i c e r s . 
T h e m a i n o b j e c t i v e of t he D e p a r t m e n t ' s q u a l i t a t i v e a n a l y s i s is to 
ga in a t h o r o u g h u n d e r s t a n d i n g of each i n d i v i d u a l b a n k ' s and 
b a n k i n g g r o u p ' s s t r a t e g i c o b j e c t i v e s , b u s i n e s s p l a n s , g o v e r n a n c e 
p r o c e s s e s a n d l eve l s of g e n e r a l r i sk m a n a g e m e n t a n d i n t e r n a l c o n -
t r o l s . T h e s u p e r v i s o r y p r o c e s s is s u p p l e m e n t e d by a r e v i e w of 
each b a n k ' s a n d g r o u p ' s i n t e r n a l m a n a g e m e n t a n d b o a r d r e p o r t s , 
as we l l as i n t e r n a l a n d e x t e r n a l a u d i t r e p o r t s , w i t h a v i e w to e n -
s u r i n g a p p r o p r i a t e a t t e n t i o n to a n d a c t i o n on s u p e r v i s o r y c o n -
c e r n s . 
Initial assessment 
B a s e d on the a b o v e - m e n t i o n e d q u a n t i t a t i v e a n d q u a l i t a t i v e a n a -
l y s e s , t he D e p a r t m e n t m a k e s i n i t i a l a s s e s s m e n t s of b a n k s ' and 
b a n k i n g g r o u p s ' m a i n r i sk a r e a s . T h e s e a s s e s s m e n t s , in t u r n , a re 
u s e d to r e v i s e a n d u p d a t e t h e D e p a r t m e n t ' s s u p e r v i s o r y p l a n s for 
each i n d i v i d u a l b a n k a n d b a n k i n g g r o u p p r o a c t i v e l y and on an 
o n g o i n g b a s i s , w h i l s t a l so e n a b l i n g t h e r e l a t i o n s h i p t e a m s o b j e c -
t ive ly to i d e n t i f y any f u r t h e r s u p e r v i s o r y i n t e r v e n t i o n t h a t may be 
r e q u i r e d . In s u m m a r y , t h e a s s e s s m e n t p r o c e s s e n s u r e s o n g o i n g 
a p p r o p r i a t e a t t e n t i o n to a n d a c t i o n on s u p e r v i s o r y c o n c e r n s a n d 
f u r t h e r f a c i l i t a t e s r e g u l a r c o m m u n i c a t i o n a n d l i a i s o n b e t w e e n t h e 
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D e p a r t m e n t a n d the a p p r o p r i a t e r e p r e s e n t a t i v e s of b a n k s and 
b a n k i n g g r o u p s . 
Bank reviews 
F l o w i n g f rom t h e a b o v e i n i t i a l a s s e s s m e n t s , s p e c i f i c b a n k r e v i e w s 
in t e r m s of t h e B a n k A c t w e r e u n d e r t a k e n d u r i n g t h e a n n u a l su-
p e r v i s o r y cycle w h e n d e e m e d a p p r o p r i a t e . T h e s e r e v i e w s w e r e 
b a n k s p e c i f i c a n d f o c u s e d p r i m a r i l y on the a c t i v i t i e s and r isk 
a r e a s t h a t p o s e d t h e g r e a t e s t r i sk to t h e s o u n d n e s s of t h e p a r t i c u -
lar b a n k s . T h e D e p a r t m e n t i m p l e m e n t e d c l o s e c o o r d i n a t i o n b e -
t w e e n t h e r e v i e w a n d t h e r e l a t i o n s h i p t e a m s , in o r d e r to e n s u r e 
t h a t , in t h e m a i n , t h e s a m e staff m e m b e r s w e r e i n v o l v e d in all fa-
ce t s of s u p e r v i s i n g i n d i v i d u a l b a n k s and b a n k i n g g r o u p s . T h i s a p -
p r o a c h e n s u r e d t h a t t he r e l a t i o n s h i p t e a m for a p a r t i c u l a r b a n k 
r e m a i n e d c o n v e r s a n t w i t h t h e b a n k ' s f i n a n c i a l c o n d i t i o n , m a n -
a g e m e n t s t r u c t u r e , b u s i n e s s m o d e l , o v e r a l l o p e r a t i o n s a n d a d e -
q u a c y of i ts m a n a g e m e n t s y s t e m s , in o r d e r to i d e n t i f y , m e a s u r e 
a n d m o n i t o r the r e s p e c t i v e r i s k s , as we l l as to a d d r e s s c o n t r o l of 
t h e s e r i sk s w i t h t h e b a n k ( S A R B , 2 0 0 4 ) . 
T h e r e v i e w s r e f e r r e d to a b o v e f o c u s e d m a i n l y on a s s e s s i n g t h e ef-
f e c t i v e n e s s of i n d i v i d u a l b a n k s ' r i s k - m a n a g e m e n t f r a m e w o r k s for 
t h e i r c r e d i t a n d t r a d i n g a c t i v i t i e s . T h e a s s e s s m e n t s a l so i n c l u d e d 
e v a l u a t i o n s of the a s s e t q u a l i t y of c r e d i t - a n d t r a d i n g -
c o u n t e r p a r t y e x p o s u r e s , as we l l as t h e a p p l i c a t i o n of s o u n d c o r -
p o r a t e - g o v e r n a n c e s t a n d a r d s d u r i n g the c o n d u c t of s u c h a c t i v i -
t i e s . In s o m e i n s t a n c e s , h o w e v e r , t he D e p a r t m e n t a l so r e q u e s t e d 
s p e c i f i c ad h o c r e p o r t s f rom b a n k s ' e x t e r n a l a u d i t o r s . O t h e r r e -
v i e w s r e l a t e d to t h e m o n i t o r i n g and e x a m i n a t i o n of b a n k s ' 
p r o g r e s s w i t h s p e c i a l p r o j e c t s a i m e d at a d d r e s s i n g s p e c i f i c i s s u e s 
or a r ea s of c o n c e r n t h a t h a d b e e n i d e n t i f i e d as rec ju i r ing c o r r e c -
t ive a c t i o n ( S A R B , 2 0 0 4 ) . 
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Reports to management 
T h e r e v i e w s t h a t t he D e p a r t m e n t u n d e r t a k e s c u l m i n a t e d in d i s -
c u s s i o n s on t h e f i n d i n g s a n d r e c o m m e n d a t i o n s a r i s i n g t h e r e f rom 
w i t h t h e m a n a g e m e n t of each p a r t i c u l a r b a n k . T h e D e p a r t m e n t 
t h e n s e n t a f o r m a l r e p o r t to t h e p a r t i c u l a r b a n k , a n d t h e b a n k ' s 
m a n a g e m e n t was r e q u i r e d to f u r n i s h t he D e p a r t m e n t w i t h an ac -
t i o n p l a n , w i t h t i m e f r a m e s , on t h e r e m e d i a l a c t i o n to be t a k e n 
w i t h i n 30 days of r e c e i p t of t h e r e p o r t . 
S i g n i f i c a n t i s s u e s a r i s i n g f r o m t h e r e v i e w s u n d e r t a k e n w e r e a l s o 
d i s c u s s e d w i t h t h e r e s p e c t i v e b a n k s ' b o a r d r i sk c o m m i t t e e s d u r i n g 
t h e a n n u a l t r i l a t e r a l d i s c u s s i o n s . T h i s i n c l u d e d d i s c u s s i o n of t h e 
b o a r d r i sk c o m m i t t e e ' s m o n i t o r i n g a n d f o l l o w - u p p r o c e d u r e s w i t h 
r e g a r d to t he b a n k ' s r e m e d i a l a c t i o n p l a n . 
Feedback to board of directors 
F o r a s o u n d b a n k i n g s y s t e m , it is of g r e a t i m p o r t a n c e t h a t all 
m e m b e r s of a i n d i v i d u a l b a n k ' s b o a r d of d i r e c t o r s are fully in-
f o r m e d of a n d c o n v e r s a n t w i t h t he r i sk p r o f i l e of t he b a n k , as r e -
f l e c t e d in b o t h t h e m a n a g e m e n t a c c o u n t s a n d t h e s t a t u t o r y r i sk 
r e t u r n s s u b m i t t e d to t h e D e p a r t m e n t . In t h e case of a b a n k i n g 
g r o u p , it is a l so i m p o r t a n t for t h e d i r e c t o r s to h a v e n o t on ly a 
g r o u p p e r s p e c t i v e , b u t a l s o an u n d e r s t a n d i n g of t h e r i s k s of a 
b a n k f o r m i n g p a r t of t he g r o u p . In s u c h c a s e s , t h e r e f o r e , t h e D e -
p a r t m e n t i n c l u d e s d i s c u s s i o n of i n f o r m a t i o n on t h e c o n s o l i d a t e d 
g r o u p in m e e t i n g s w i t h a b a n k ' s b o a r d of d i r e c t o r s . 
A b a n k ' s b o a r d of d i r e c t o r s is t h e m o s t i m p o r t a n t key p l a y e r in 
t he s u p e r v i s o r y p r o c e s s a n d a c c e p t s u l t i m a t e r e s p o n s i b i l i t y for 
t he r i sk p r o f i l e of a b a n k . C o n s e q u e n t l y , it is e s s e n t i a l for t h e 
D e p a r t m e n t to h o l d m e e t i n g s w i t h a b a n k ' s b o a r d of d i r e c t o r s , in 
o r d e r to o b t a i n , a m o n g s t o t h e r t h i n g s , d i r e c t o r s ' v i e w s a n d p e r s -
p e c t i v e s on the r e l e v a n t r i sk p r o f i l e s , r i sk m a n a g e m e n t a n d r i sk 
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a p p e t i t e of t h e b a n k . Such m e e t i n g s a l so e n a b l e t h e D e p a r t m e n t 
to p u t f o r w a r d i t s v i e w s a n d o p i n i o n s on the r i sk p r o f i l e of a 
b a n k , b a s e d on t h e i n f o r m a t i o n r e c e i v e d f r o m t h e b a n k , a n d to 
g ive f e e d b a c k to t he d i r e c t o r s on c u r r e n t s u p e r v i s o r y i s s u e s . T h e 
s u p e r v i s o r y p r o g r a m m e for each i n d i v i d u a l b a n k , t h e r e f o r e , r e -
q u i r e d t h e r e l e v a n t r e l a t i o n s h i p t e a m a n d a s e n i o r m e m b e r of t h e 
D e p a r t m e n t to h o l d at l e a s t o n e m e e t i n g w i t h t h e b a n k ' s b o a r d of 
d i r e c t o r s d u r i n g the 2 0 0 4 s u p e r v i s o r y cyc l e . 
Trilateral discussions 
T h e s u p e r v i s o r y p r o g r a m m e t o r e a c h i n d i v i d u a l b a n k a l so r e q u i r e s 
t h e r e l a t i o n s h i p t e a m a n d a s e n i o r m e m b e r of t h e D e p a r t m e n t to 
h o l d at l e a s t o n e j o i n t m e e t i n g w i t h t he b a n k ' s a u d i t c o m m i t t e e 
a n d e x t e r n a l a u d i t o r s d u r i n g e a c h a n n u a l s u p e r v i s o r y cyc l e . T h e 
p u r p o s e of t h e s e m e e t i n g s is to a d d r e s s a p a r t i c u l a r face t of a 
b a n k ' s b u s i n e s s in s o m e d e p t h a n d to e v a l u a t e t h e b a n k ' s r i sk 
m a n a g e m e n t in t h a t a r e a . In g e n e r a l , t h e d i s c u s s i o n s c o v e r t h e 
m a n a g e m e n t l e t t e r s p r o d u c e d by a b a n k ' s e x t e r n a l a u d i t o r s , i n t e r -
nal a n d e x t e r n a l a u d i t r e p o r t s and the s t a t u t o r y f u n c t i o n s of a 
b a n k ' s a u d i t c o m m i t t e e . 
D u r i n g a s u p e r v i s o r y c y c l e , t h e s c o p e of t h e t r i l a t e r a l d i s c u s s i o n s 
was b r o a d e n e d to i n c l u d e t he a c t i v i t i e s of b o t h t he D i r e c t o r s ' Af-
fairs C o m m i t t e e a n d the B o a r d Risk C o m m i t t e e of each b a n k . 
S ince t he o b j e c t i v e s of t h e s e c o m m i t t e e s a re to a s s i s t a b a n k ' s 
b o a r d of d i r e c t o r s to fulfi l l i t s d u t i e s a n d to e n h a n c e c o r p o r a t e 
g o v e r n a n c e w i t h i n t he b a n k , t h e D e p a r t m e n t d e e m e d it n e c e s s a r y 
to d i s c u s s t h e i s s u e s e m a n a t i n g f rom t h e sa id c o m m i t t e e s w i t h t he 
c o m m i t t e e m e m b e r s . 
T h e a b o v e - m e n t i o n e d t w o c o m m i t t e e s a r e m a n d a t o r y s t a t u t o r y 
c o m m i t t e e s in t e r m s of a m e n d m e n t s to t h e B a n k s Ac t , 1 9 9 0 , and 
h a v e s p e c i f i c r e s p o n s i b i l i t i e s . O v e r a l l , t h e D e p a r t m e n t ' s f i n d i n g s 
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w e r e t h a t t h e s e t w o c o m m i t t e e s w e r e yet to b e c o m e fully f u n c -
t i o n a l . T h e r e f o r e , it is i n c u m b e n t on t h e c h a i r p e r s o n s of b o a r d s 
to e n s u r e t h a t t h e t w o c o m m i t t e e s b e c o m e fully f u n c t i o n a l a n d 
e f f e c t i v e d u r i n g 2 0 0 5 . 
Internal governance arrangements, focus on business plans and alignment to 
risks, operating structures and management information 
D u r i n g t h e p r u d e n t i a l m e e t i n g s h e l d w i t h i n d i v i d u a l b a n k s and 
b a n k i n g g r o u p s in 2 0 0 4 , t h e D e p a r t m e n t ' s r e l a t i o n s h i p t e a m s 
p l a c e d s p e c i f i c f o c u s , at a m i c r o l e v e l , on t h e i n t e r n a l g o v e r n a n c e 
a r r a n g e m e n t s w i t h i n a b a n k a n d b a n k i n g g r o u p . T h e D e p a r t m e n t 
d e e m e d it a p p r o p r i a t e to d i s c u s s , i d e n t i f y a n d h i g h l i g h t p o s s i b l e 
w e a k n e s s e s w i t h i n b a n k s ' i n t e r n a l g o v e r n a n c e a r r a n g e m e n t s . In 
v i e w of the p o t e n t i a l l y n e g a t i v e c o n s e q u e n c e s of p o o r c o r p o r a t e 
g o v e r n a n c e , t h e o b j e c t i v e was to a d d v a l u e . D u r i n g t h e s e m e e t -
i n g s , t he D e p a r t m e n t a l so f o c u s e s on s t r a t e g i c o b j e c t i v e s , b u s i -
n e s s p l a n s , r i s k - m a n a g e m e n t p r o c e s s e s a n d p r a c t i c e s , the a l i gn -
m e n t t h e r e o f w i t h o p e r a t i n g s t r u c t u r e s , s y s t e m s and t h e f low of 
m a n a g e m e n t i n f o r m a t i o n . A m o n g the i s s u e s a d d r e s s e d w e r e t h e 
s u s t a i n a b i l i t y o f b u s i n e s s m o d e l s , b a l a n c e - s h e e t s t r u c t u r e s , a s s e t 
d i v e r s i f i c a t i o n , e f f e c t i v e n e s s of b o a r d s of d i r e c t o r s a n d t h e i r in -
v o l v e m e n t in s e t t i n g b u s i n e s s a n d s t r a t e g i c o b j e c t i v e s . O t h e r i s -
s u e s of i m p o r t a n c e t h a t w e r e a d d r e s s e d i n c l u d e d t h e r i s k s a n d 
c o n s e q u e n c e s of any p o t e n t i a l lack of a p p r o p r i a t e g o v e r n a n c e 
s t r u c t u r e s and l ack of o n g o i n g r i sk m a n a g e m e n t , s i n c e s h o r t c o m -
ings in t h e s e a r e a s m i g h t r e s u l t in c a p i t a l e r o s i o n , w i t h far r e a c h -
ing c o n s e q u e n c e s for b a n k s , t h e i r d e p o s i t o r s a n d t h e i r e m p l o y e e s . 
T h e D e p a r t m e n t e m p h a s i z e s t h a t , in m o s t c a s e s , s i t u a t i o n s of d i s -
t r e s s w e r e d u e p r i m a r i l y to an a v o i d a n c e of r e s p o n s i b i l i t y a n d ac-
c o u n t a b i l i t y t h r o u g h o u t o r g a n i z a t i o n s a n d g r o u p s as a w h o l e . In 
p r a c t i c e , a lack of r e s p o n s i b i l i t y a n d a c c o u n t a b i l i t y was u sua l ly 
m o r e d i f f i c u l t to d e t e c t as a r e s u l t of b a n k s ' c o m p l e x g r o u p 
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s t r u c t u r e s and d i s p a r a t e b u s i n e s s u n i t s . F o r e x a m p l e , b u s i n e s s 
u n i t s m i g h t i n v o l v e t h e m s e l v e s in n o n - c o r e o p e r a t i n g a c t i v i t i e s 
a n d be a l l o w e d to d r i f t i n t o d i f f e r e n t s t r a t e g i c d i r e c t i o n s , c a u s i n g 
t h e m to o p e r a t e in s e p a r a t e s i l o s . T h i s was l ike ly to c r e a t e n u -
m e r o u s p o c k e t s of s i g n i f i c a n t , u n m a n a g e d r i s k s , w i t h o u t c e n t r a -
l i z e d o v e r s i g h t , w h i c h c o u l d i m p a c t s e v e r e l y on b a n k s ' a n d b a n k -
ing g r o u p s ' p r o f i t a b i l i t y . 
A c c o r d i n g to S A R B , t h e D e p a r t m e n t ' s r e l a t i o n s h i p t e a m s a l s o 
r a i s e d a n d d i s c u s s e d i s s u e s r e l a t i n g to w h e t h e r t he a l l o c a t i o n of 
c a p i t a l was a l i g n e d to b a n k s ' b u s i n e s s a c t i v i t i e s a n d w h e t h e r t h e 
r e t u r n s on t h e a l l o c a t e d c a p i t a l w e r e b e i n g m e a s u r e d a p p r o p r i a t e -
ly. Tt was s t r e s s e d t h a t a n o t h e r f a c t o r t h a t c o u l d lead to a d i s -
t r e s s e d e n v i r o n m e n t was n o n - a l i g n m e n t of r e p o r t i n g e n t i t i e s to 
o p e r a t i n g e n t i t i e s . I t was p o i n t e d o u t t h a t a lack of r e l i a b l e , i n t e -
g r a t e d s y s t e m s w o u l d r e s u l t in f r a g m e n t e d m a n a g e m e n t r e p o r t i n g , 
u s u a l l y n e c e s s i t a t i n g s i g n i f i c a n t m a n u a l i n t e r v e n t i o n a n d l e a d i n g 
to m a n i p u l a t i o n of a v a i l a b l e i n f o r m a t i o n a n d , u l t i m a t e l y , i n a p -
p r o p r i a t e d e c i s i o n s . In s u c h s i t u a t i o n s , a c o m m o n f a c t o r w o u l d 
a p p e a r to be a l ack of a p p r o p r i a t e b o a r d o v e r s i g h t a n d a l ack of 
c o m p e n s a t i n g c o n t r o l s . T h e s e , in t u r n , w e r e l ike ly to r e s u l t in 
p r o b l e m s at all o p e r a t i n g l eve l s of b a n k s a n d b a n k i n g 
g r o u p s . ( S A R B , 2 0 0 4 ) 
In s o m e i n s t a n c e s , t h e D e p a r t m e n t was u n c o m f o r t a b l e w i t h , 
f i r s t l y , s o m e b a n k s ' c u l t u r e of n o n - c o m p l i a n c e a n d , s e c o n d l y , t he 
q u a l i t y of s o m e b a n k s ' s t a t u t o r y i n f o r m a t i o n . T h e D e p a r t m e n t 
u n d e r t o o k i n - d e p t h a n a l y s e s of all a v a i l a b l e i n f o r m a t i o n and i d e n -
t i f i ed c e r t a i n a r e a s of c o n c e r n . In p a r t i c u l a r , c r e d i t r i sk and the 
l ack o f a d e q u a t e a n d e f f e c t i v e i n f o r m a t i o n s y s t e m s w e r e i d e n t i -
f ied as a reas r e q u i r i n g swif t a c t i o n . 
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T h e a b o v e a n a l y s e s r e s u l t e d in f o c u s e d d i s c u s s i o n s w i t h t he m a n -
a g e m e n t of t h e r e l e v a n t b a n k s a n d c u l m i n a t e d in i n t e r n a l r e v i e w s 
a n d s e l f - a s s e s s m e n t s by t h e s e b a n k s . 
The a c t i o n p l a n s i m p l e m e n t e d by t h e b a n k s c o n c e r n e d i n c l u d e d , 
a m o n g s t o t h e r s , t h e f o l l o w i n g : 
• R a t i o n a l i z a t i o n o f t he g r o u p s t r u c t u r e s of b a n k s a n d t h e i r c o n -
t r o l l i n g c o m p a n i e s 
T h i s r a t i o n a l i z a t i o n i n c l u d e d a p p r o p r i a t e m a n a g e m e n t of i n t r a -
g r o u p e x p o s u r e s . 
• P r o a c t i v e c a p i t a l m a n a g e m e n t a n d a p p r o p r i a t e c a p i t a l a l l oca -
t i o n 
• A l i g n m e n t of b a n k s ' s t r a t e g i e s to o p e r a t i n g s t r u c t u r e s 
• P r o d u c t i o n of a p p r o p r i a t e m a n a g e m e n t i n f o r m a t i o n , a l i g n e d to 
o p e r a t i n g s t r u c t u r e s 
A c c o r d i n g to t h e R e g i s t r a r , t he D e p a r t m e n t r e g a r d s t he a v a i l a b i l i -
ty of a c c u r a t e , i n t e g r a t e d a n d r e l i a b l e m a n a g e m e n t i n f o r m a t i o n as 
a b s o l u t e l y e s s e n t i a l . I t was f o u n d t h a t p o o r m a n a g e m e n t - a c c o u n t 
i n f o r m a t i o n was a c o m m o n w e a k n e s s , w h i c h h a m p e r e d a p p r o p r i -
a te d e c i s i o n - m a k i n g . O n c e t h e said p r o b l e m h a d b e e n a d d r e s s e d , 
s i g n i f i c a n t v a l u e was u n l o c k e d at all l eve l s in b a n k s . 
O v e r a l l , t h e D e p a r t m e n t f o u n d t h a t , w h e n rec ju i red , a p p r o p r i a t e 
a n d t ime ly a c t i o n p l a n s a n d r e m e d i a l a c t i o n s w e r e p u t in p l a c e bv 
b a n k s ' a n d b a n k i n g g r o u p s ' m a n a g e m e n t . 
T h i s d e m o n s t r a t e d w h a t c o u l d be a c h i e v e d if t h e s u p e r v i s o r and 
b a n k s w o r k e d in p a r t n e r s h i p to m a i n t a i n f i n a n c i a l s t a b i l i t y in t h e 
b a n k i n g s e c t o r . 
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Interaction with banks' external auditors 
T h e s a m e f o c u s e d a p p r o a c h was f o l l o w e d in t h e D e p a r t m e n t ' s in -
t e r a c t i o n w i t h b a n k s ' e x t e r n a l a u d i t o r s ( S A R B , 2 0 0 4 ) . In a d d i t i o n 
to t h e b i l a t e r a l m e e t i n g s h e l d in t e r m s of t h e d i r e c t i v e s of r e g u l a -
t i o n 45 of t h e R e g u l a t i o n s r e l a t i n g to B a n k s , t h e D e p a r t m e n t h e l d 
v a r i o u s ad h o c m e e t i n g s w i t h b a n k s ' e x t e r n a l a u d i t o r s . T h i s r e -
s u l t e d in i n f o r m a t i o n b e i n g s h a r e d t i m e o u s l y w i t h t h e e x t e r n a l 
a u d i t o r s and f o s t e r e d o p e n a n d i n t e r a c t i v e p a r t i c i p a t i o n , as well 
p r o a c t i v e c o o p e r a t i o n . 
T h e a b o v e c u l m i n a t e d in v a r i o u s p r o j e c t s b e i n g u n d e r t a k e n by 
b a n k s a n d t h e i r e x t e r n a l a u d i t o r s , in o r d e r to r ec t i fy w e a k n e s s e s 
a n d d e f i c i e n c i e s in a p r o a c t i v e a n d f o c u s e d m a n n e r . T h r o u g h o u t 
t h e year u n d e r r e v i e w , t he D e p a r t m e n t was k e p t up to d a t e on 
p r o g r e s s m a d e , a c t i o n s t a k e n a n d m i l e s t o n e s a c h i e v e d . 
Trading activities (market risk) 
O n a r e g u l a r b a s i s d u r i n g t h e yea r , t h e Bank S u p e r v i s i o n D e p a r t -
m e n t v i s i t s t he m a j o r t r a d i n g b a n k s a n d r e v i e w e d the d a y - t o - d a y 
m a n a g e m e n t of t h e i r t r a d i n g a c t i v i t i e s . T h e m a i n o b j e c t i v e was to 
o b t a i n u p d a t e d i n f o r m a t i o n on h o w b a n k i n g i n s t i t u t i o n s w e r e 
m a n a g i n g t h e i r t r e a s u r y o p e r a t i o n s a n d to ga in a b e t t e r u n d e r -
s t a n d i n g of s o m e i n d u s t r y - s p e c i f i c i s s u e s . A m o n g t h e s e i s s u e s 
w e r e t he d i f f e r e n t r i sk m e a s u r e s a n d m e t h o d o l o g i e s u s e d , s p e c i f i -
cal ly t h e f o l l o w i n g : 
• S t a n d a r d i z e d a p p r o a c h to c o m p l e t i o n of D I r e t u r n s . 
• B a n k i n g - b o o k v e r s u s t r a d i n g - b o o k c a p i t a l a l l o c a t i o n . 
• L a r g e - e x p o s u r e r e q u i r e m e n t in r e s p e c t of t r a d i n g - b o o k c a p i t a l . 
• R e g u l a t o r y t r e a t m e n t of r i sk m a r g i n . 
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• B i l a t e r a l n e t t i n g . 
• R e g u l a t o r y a r b i t r a g e . 
B a n k s ' t r a d i n g a c t i v i t i e s w i t h i n t h e S o u t h A f r i c a n b a n k i n g s e c t o r 
a r e r e p o r t e d to t h e D e p a r t m e n t in t e r m s of t h e R e g u l a t i o n s r e l a t -
ing to B a n k s a n d the R e g u l a t i o n s r e l a t i n g to C a p i t a l - a d e q u a c y Re -
q u i r e m e n t s ( " C A R " ) for B a n k s ' T r a d i n g A c t i v i t i e s in F i n a n c i a l I n -
s t r u m e n t s (CAR R e g u l a t i o n s ) , w h i c h r e q u i r e t h e b o a r d s of d i r e c -
t o r s of t r a d i n g b a n k s to a p p r o v e and a l l o c a t e c a p i t a l for t r a d i n g 
a c t i v i t i e s . T h e C A R R e g u l a t i o n s a l so r e q u i r e c a p i t a l t o be h e l d in 
r e s p e c t of p o s i t i o n r i sk , c o u n t e r p a r t y r i sk and l a rge e x p o s u r e s . 
T h e D e p a r t m e n t m o n i t o r e d t r a d i n g b a n k s ' c o m p l i a n c e w i t h t he 
m i n i m u m c a p i t a l r e q u i r e m e n t s in r e s p e c t of t he a b o v e - m e n t i o n e d 
r i s k s on a da i ly b a s i s a n d c o m p a r e d e a c h p a r t i c u l a r b a n k ' s f i g u r e s 
to t h o s e of i ts p e e r g r o u p a n d all t r a d i n g b a n k s on a m o n t h l y ba -
s i s . 
O v e r a l l , the D e p a r t m e n t ' s a s s e s s m e n t was t h a t t h e r i sk m a n a g e -
m e n t of S o u t h A f r i c a n b a n k s ' t r a d i n g a c t i v i t i e s was c o m p a r a b l e to 
t h a t of i n t e r n a t i o n a l b a n k s a n d t h a t S o u t h A f r i c a n b a n k s a d h e r e d 
to b e s t p r a c t i c e . M o s t t r a d i n g b a n k s in S o u t h Af r i ca w e r e u s i n g 
v a l u e - a t - r i s k (VAR) m e t h o d o l o g y i n t e r n a l l y or w e r e m o v i n g t o -
w a r d s t h a t m e t h o d o l o g y . ( S A R B , 2004) 
M o r e i m p o r t a n t l y , h o w e v e r , all a s s e s s e d b a n k s h a d s e n s i t i v i t y and 
s t r e s s l i m i t s in p l a c e , in o r d e r to s u p p l e m e n t t h e m e a s u r e m e n t of 
V A R e x p o s u r e s . 
I t was d e c i d e d t h a t t he CAR R e g u l a t i o n s w o u l d be r e v i e w e d a n d 
u p d a t e d t o g e t h e r w i t h t he R e g u l a t i o n s r e l a t i n g to B a n k s . 
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Review of corporate governance in South African banks 
S o u n d c o r p o r a t e g o v e r n a n c e for b a n k s r e m a i n s c r i t i c a l for s e v e r a l 
r e a s o n s , a m o n g t h e m t h a t : 
• G l o b a l i z a t i o n , t e c h n o l o g i c a l a d v a n c e s a n d s o p h i s t i c a t e d f i nan -
cial i n s t r u m e n t s are c o n s t a n t l y i n c r e a s i n g the r i s k s w i t h i n t he 
b a n k i n g s e c t o r . 
• M o s t of t he funds u s e d by b a n k s b e l o n g to d e p o s i t o r s . 
• T h e f a i l u r e of a b a n k can i m p a c t on t he f i n a n c i a l s y s t e m as a 
w h o l e . 
T h i s r e a l i t y was b r o u g h t h o m e in S o u t h Afr ica by t h e d e m i s e of 
s e v e r a l b a n k s , key a m o n g t h e m b e i n g Rega l T r e a s u r y P r i v a t e B a n k 
L i m i t e d , S a a m b o u Bank L i m i t e d a n d B O E B a n k L i m i t e d . 
The l e s s o n s l e a r n t f r o m t h e s e a n d o t h e r f a i l u r e s , l oca l ly a n d in-
t e r n a t i o n a l l y , r e s u l t e d in t he a p p o i n t m e n t of A d v J o h n M y b u r g h 
SC, t o g e t h e r w i t h a t e a m f r o m t h e B a n k S u p e r v i s i o n D e p a r t m e n t , 
in A u g u s t 2 0 0 2 to r e v i e w t h e s t a t u s of c o r p o r a t e g o v e r n a n c e 
w i t h i n S o u t h A f r i c a ' s f ive l a r g e s t b a n k s . T h e s e b a n k s , b e i n g , in 
a l p h a b e t i c a l o r d e r , Absa Bank L i m i t e d , F i r s t R a n d B a n k L i m i t e d , 
I n v e s t e c Bank L i m i t e d , N e d b a n k L i m i t e d a n d T h e S t a n d a r d Bank 
o t S o u t h Afr ica L i m i t e d , at t h e t i m e a c c o u n t e d for 86 p e r c e n t of 
b a n k a s s e t s in S o u t h Af r i ca . The p u r p o s e of t h e r e v i e w was 
b r o a d l y to e v a l u a t e t h e s t a n d a r d of c o r p o r a t e g o v e r n a n c e a p p l i e d 
in t h e a f o r e m e n t i o n e d five b a n k s . T h e b a s i c p r e m i s e was t h a t 
s o u n d c o r p o r a t e g o v e r n a n c e was an e s s e n t i a l e l e m e n t of a h e a l t h y 
r i sk m a n a g e m e n t p r o c e s s a n d c r u c i a l to any b a n k . T h e o u t c o m e of 
t he r e v i e w was p r e s e n t e d in a r e p o r t to t h e R e g i s t r a r of B a n k s 
d u r i n g t h e f i rs t q u a r t e r of 2 0 0 3 . 
T h e f o l l o w i n g g e n e r i c f i n d i n g s w e r e m a d e : 
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• T h e b a n k s w e r e c o m m i t t e d to a d h e r e n c e to and a p p l i c a t i o n ot 
h i g h s t a n d a r d s of c o r p o r a t e g o v e r n a n c e . 
• A c t i n g on t h e a d v i c e of s p e c i a l i s t s in c o r p o r a t e g o v e r n a n c e , 
t h e b a n k s o n t h e i r o w n i n i t i a t i v e r e v i e w e d t h e i r c o r p o r a t e g o -
v e r n a n c e f rom t i m e to t i m e , to e n s u r e c o m p l i a n c e w i t h ac -
c e p t e d c o r p o r a t e - g o v e r n a n c e p r i n c i p l e s . 
• In g e n e r a l , t he c o r p o r a t e g o v e r n a n c e of t h e b a n k s was s o u n d . 
• V i g i l a n c e was n e v e r t h e l e s s r e q u i r e d to e n s u r e c o n t i n u e d c o m -
p l i a n c e w i t h t h e s t a n d a r d s of g o v e r n a n c e c o n s t a n t l y e v o l v i n g 
in S o u t h Af r i ca and i n t e r n a t i o n a l l y . 
T h e B a n k S u p e r v i s i o n D e p a r t m e n t h a d a lways i n t e n d e d to e x t e n d 
the r e v i e w to t h e r e m a i n d e r of t he b a n k s r e g i s t e r e d in S o u t h 
Af r i ca . 
T h e p u r p o s e of t he r e v i e w was to i n v e s t i g a t e t he b a n k s ' c o m -
p l i a n c e w i t h c o r p o r a t e g o v e r n a n c e b e s t p r a c t i c e s , as la id d o w n , 
for e x a m p l e , in t h e B a n k s A c t , 1 9 9 0 , t he R e g u l a t i o n s r e l a t i n g to 
B a n k s a n d the r e c o m m e n d a t i o n s of t he My b u r g h R e p o r t on t he 
S t a n d a r d of C o r p o r a t e G o v e r n a n c e in t h e F i v e L a r g e s t B a n k s in 
S o u t h Afr ica and of t h e s e c o n d K i n g C o m m i t t e e on C o r p o r a t e 
G o v e r n a n c e . In p a r t i c u l a r , t h e o b j e c t i v e was to e s t a b l i s h , f i r s t ly , 
t h e e x t e n t t o w h i c h an a d e q u a t e a n d e f f e c t i v e p r o c e s s of c o r p o -
r a t e g o v e r n a n c e h a d b e e n e s t a b l i s h e d a n d was b e i n g m a i n t a i n e d 
w i t h i n a c o n t r o l l i n g c o m p a n y , a b a n k and i t s s u b s i d i a r i e s a n d , se -
c o n d l y , t h e e x t e n t t o w h i c h t h e o v e r a l l e f f e c t i v e n e s s of t h e 
p r o c e s s was m o n i t o r e d by t h e b o a r d of d i r e c t o r s . 
T h e s c o p e of t h e r e v i e w was to e s t a b l i s h , d e s c r i b e and e x p r e s s an 
o p i n i o n on the a d e q u a c y of t he f o l l o w i n g a r e a s : 
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• S t r u c t u r e , c o m p o s i t i o n , r o l e and f u n c t i o n s of t he b o a r d of d i -
r e c t o r s . 
• Ro le a n d f u n c t i o n s of t h e r i s k - m a n a g e m e n t c o m m i t t e e , a u d i t 
c o m m i t t e e , r e m u n e r a t i o n c o m m i t t e e , d i r e c t o r s ' a f f a i r s c o m m i t -
t e e , c h i e f e x e c u t i v e o f f i c e r , e x t e r n a l a u d i t o r s . 
• S t a t u s , r o l e a n d s c o p e of t h e r i sk f u n c t i o n , i n t e r n a l a u d i t f u n c -
t i o n , c o m p l i a n c e f u n c t i o n a n d c o m p a n y s e c r e t a r i a t f u n c t i o n . 
• D i r e c t o r s e l e c t i o n , c a r e e r p a t h and d e v e l o p m e n t . 
• I n d e p e n d e n c e of d i r e c t o r s . 
• L e a d e r s h i p . 
• M a n a g e m e n t - a c c o u n t a b i l i t y s t r u c t u r e . 
• S y s t e m s of c o n t r o l . 
• D e c i s i o n - m a k i n g p r o c e s s a n d d e c i s i o n - m a k i n g c a p a b i l i t y of t h e 
b o a r d . 
• R e p o r t s f r o m m a n a g e m e n t to t h e b o a r d . 
• B o a r d m o n i t o r i n g of m a n a g e m e n t a c t i v i t i e s r e p o r t e d to t he 
b o a r d . 
• D i s c l o s u r e to s t a k e h o l d e r s . 
• R e l a t e d - p a r t y l e n d i n g , c o n f l i c t s of i n t e r e s t a n d r e l a t e d m a t t e r s . 
C o r p o r a t e - g o v e r n a n c e s t r u c t u r e s a n d p r o c e s s e s a l o n e , h o w e v e r , 
c a n n o t p r e v e n t s i t u a t i o n s of d i s t r e s s . 
C o r p o r a t e g o v e r n a n c e — as p r o p e r l y u n d e r s t o o d — d e s c r i b e s t he 
f r a m e w o r k of r u l e s , r e l a t i o n s h i p s , and s y s t e m s a n d p r o c e s s e s 
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within and by which author i ty is exercised and con t ro l l ed in cor-
po ra t i ons . Unde r s tood in this way, the express ion ' co rpo ra t e go-
ve rnance ' embraces not only the models or systems themselves 
but also the prac t ices by which that exercise and cont ro l of au-
thori ty is in fact effected. 
Right and wrong are moral concep t s , and moral i ty does not exist 
in a vacuum. I th ink all those who par t ic ipa te in the di rect ion and 
management of public companies , as well as their profess ional 
advisers , need to identify and examine what they regard as the ba-
sic moral underp inn ing of their system of values. They must then 
apply those tenets in the dec is ion-making p rocess . The educat ion 
system — par t icular ly at univers i ty level — should take seriously 
the responsib i l i ty it has to inculca te in s tudents a sense of ethical 
me thod . 
In an ideal world the p ro tagon i s t s would begin the process by 
asking: is this r ight? That would be the first ques t ion , ra ther 
than: how far can the prescr ip t ive dictates be s t re tched? The end 
of the process must , of course , be in accord with the prescr ip t ive 
d ic ta tes , but it will have been informed by a cons idera t ion of 
whether it is morally r ight . 
In corpora te decis ion making, as e lsewhere , we should at least 
aim for an ideal wor ld . " 
2.5 SURVEY OF LITERATURE THAT RELATE TO THERE-
SEARCH METHODOLOGY USED IN THE DISSERTATION 
The research is p redominan t ly a secondary analysis and as a result 
I did not be under take primary data analysis. Pr imary data analy-
sis includes the p roduc t ion of original works of research or raw 
data wi thout i n t e rp re t a t i on . Due to the fact that the research top-
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ic is F i n a n c i a l a n d t h e r e ' s a l o t of p r i m a r y d a t a t h a t is a v a i l a b l e , 
t h u s I r e s e a r c h e d t h e s e c o n d a r y s o u r c e s . S e c o n d a r y s o u r c e s t h u s 
seek to i n t e r p r e t t h e p r i m a r y d a t a . 
T h e r e are g e n e r a l l y five t y p e s of i n f o r m a t i o n s o u r c e s u s e d in 
m o s t l i t e r a t u r e s e a r c h e s , i n c l u d i n g i n d e x e s a n d b i b l i o g r a p h i e s , 
d i c t i o n a r i e s , e n c y c l o p e d i a s , h a n d b o o k s a n d d i r e c t o r i e s , E a c h is 
u s e f u l to a l i t e r a t u r e s e a r c h in a v a r i e t y of ways ( C o o p e r & 
S c h i n d l e r , 2 0 0 3 ) . 
I ch ie f ly u s e d b i b l i o g r a p h i e s a n d i n d e x e s for my l i t e r a t u r e r e v i e w . 
T h e p r o c e s s I u s e d i n c l u d e d : 
a. S e l e c t e d a d a t a b a s e a p p r o p r i a t e to my t o p i c ; 
b . C o n s t r u c t e d a s e a r c h q u e r y (o r s e a r c h s t a t e m e n t ) 
• R e v i e w e d a n d e v a l u a t e t h e s e a r c h r e s u l t s 
• M o d i f i e d t h e s e a r c h q u e r y , w h e r e n e c e s s a r y . 
c. Saved the r e s u l t of my s e a r c h 
d. R e t r i e v e d a r t i c l e s n o t a v a i l a b l e in t h e d a t a b a s e 
e. S u p p l e m e n t e d my r e s u l t w i t h i n f o r m a t i o n f r o m W e b s o u r c e s . 
As an o v e r a l l a n a l y s i s , I c o n s i d e r e d t h e f o l l o w i n g t h r e e t h e m e s : 
a) W h a t is t h e m o s t a p p r o p r i a t e t h e o r e t i c a l f r a m e w o r k to in-
t e r p r e t t h e r e s u l t s ? 
b) W h i c h is t h e m o s t a p p r o p r i a t e r e s e a r c h m e t h o d ? 
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The research me thod used and cons idered the most appro-
priate research me thod , as detai led above is the secondary 
analysis. Thus the researcher did not under t ake primary da-
ta analysis. Pr imary data analysis includes the p roduc t ion of 
original works of research or raw data wi thou t in te rpre ta -
t ion. Due to the fact that the research topic is Financial 
and there ' s a lot of pr imary data that is available, he re-
searched the secondary sources . Secondary sources thus 
seek to in t e rp re t the pr imary data. 
c) The extent to which o ther researchers solved the p rob lem 
2.6 Survey of literature that relate to the elimination of prob-
lems that relate to the elimination of problems solved by 
other researchers 
The researcher used various in te rne t search sites for d i sser ta t ions 
including obta in ing a d isser ta t ion over Sabinet from WITS Busi-
ness School . The foremost d isser ta t ion that the researcher found 
useful were the following: 
• Bank Failure in South Africa by Stephen Kosseff, 1984 from 
the Gradua te School of Business , Univers i ty of Witwater-
srand. 
• A case for the i n t roduc t ion of depos i t insurance in South 
Africa by Jake Ngau, 2005 from the Universi ty of Johannes -
burg (RAU). 
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• Some Causes of Bank Failure by Cons tance Apea and Jemime 
Sizebera, from the Gradua te School of Bus iness , G o t e b o r g 
Univers i ty . 
• The Causes of Financia l Dis t ress in Local Banks in Africa and 
Impl ica t ions for Prudent ia l Policy, 1998 by Mart in 
Brownbr idge , Uni ted Na t ions Conference on Trade Deve lop-
ment . 
The sub-prob lems were noted as the following: 
• Is bank failure a p h e n o m e n o n that is as new as the "new 
South Africa"? 
Accord ing to the study under taken by Kosseff, as noted above, 
dur ing the 1970 's , nine (9) out of fifty (50) banks that were reg-
is tered failed or were taken over pending failure. Of the nine 
banks , seven were general banks and two were savings banks . In 
most cases, the Registrar of Banks was successful in ensur ing 
that depos i to rs did not lose any funds, as l iabil i t ies of the 
failed banks were taken over by some of the major banks . In 
only two cases did depos i to r s lose part of their capital . These 
were T r a n s - D r a n k e n s b e r g Bank in which cred i tors received 95 
cents in the Rand and Rand Bank in which cred i tors received 98 
cents in the Rand. In bo th cases, it took a number of years be-
fore the c red i tors were actually paid out and no in teres t was 
earned on these funds. 
According to the study by Ngau, the following failures were 
noted between 1990 and 1994: 
Alpha Bank failed in 1990 due to fraud and insider lending and 
was in Cura to rsh ip for a 4 year per iod. 
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C a p e I n v e s t m e n t Bank fa i led in 1991 d u e to f raud and d i s c l o -
s u r e and was in C u r a t o r s h i p for a yea r . 
P r e t o r i a Bank fa i led in 1991 d u e to p o o r s t r a t e g i c m a n a g e m e n t 
l i n k e d to t he M a s t e r b o n d d e m i s e and was in C u r a t o r s h i p for six 
m o n t h s 
T h e p h e n o m e n o n of B a n k F a i l u r e is t h e r e f o r e n o t as n e w as t h e 
N e w S o u t h Af r i ca as p r o v e d in t he r e s e a r c h n o t e d a b o v e . T h e 
s u b - p r o b l e m wil l t h e r e f o r e n o t be c a r r i e d f o r w a r d f u r t h e r in t he 
r e s e a r c h . 
• H a v e any of t h e B a n k s t h a t fa i led d u r i n g the p e r i o d u n d e r r e -
v i ew c a u s e d s y s t e m a t i c f a i lu re? 
T h e s t u d i e s by K o s s e f f a n d N g a u d id n o t s h o w any e v i d e n c e of 
s y s t e m a t i c r i sk as a r e s u l t of any fa i led b a n k . T h i s s u b - p r o b l e m 
wil l be c a r r i e d f o r w a r d in t h e r e s e a r c h to d e t e r m i n e if any of 
t he b a n k s t h a t fa i l ed in t h e p o s t a p a r t h e i d S o u t h Af r i ca led to 
any s y s t e m i c r i sk . 
2.7 Conclusion 
T h i s c h a p t e r c o v e r e d l i t e r a t u r e r e v i e w r e l e v a n t to c a u s e s of b a n k 
fa i lu re a n d e x p l o r e d t h e S o u t h A f r i c a n b a n k i n g r e g u l a t o r y e n v i -
r o n m e n t . F u r t h e r m o r e , it e x p l o r e d w h a t o t h e r r e s e a r c h h a s b e e n 
u n d e r t a k e n for t h e s a m e p r o b l e m s t a t e m e n t in o r d e r to e l i m i n a t e 





T h e r e s e a r c h e r in t h i s c h a p t e r p r o v i d e d t h e b a s i s for t he m e t h o -
d o l o g y c h o s e n . D e t a i l s of t h e s e l e c t i o n c r i t e r i a a n d the p r o c e s s of 
a n a l y s i s u s e d to t e s t e a c h of t he s t a t e d a s s e r t i o n s are p r e s e n t e d . 
D a t a c o l l e c t i o n m e t h o d s a n d m e a s u r i n g i n s t r u m e n t s are a l s o ex-
p l o r e d . 
3.2 RESEARCH METHOD 
In s e e k i n g a n s w e r s to t he p r o b l e m s t a t e m e n t p r e s e n t e d in C h a p t e r 
o n e , t h e r e s e a r c h e r s t u d i e d t he c a u s e s of f a i l u r e of t en fa i led 
b a n k s s i n c e S o u t h Af r i ca r e a l i z e d d e m o c r a c y , in t h e l i gh t of e x i s t -
ing l i t e r a t u r e on s o m e of t he c a u s e s of b a n k f a i l u r e . 
A r e s e a r c h i n s t r u m e n t wil l n o t be d e s i g n e d b u t an a n a l y s i s of s ec -
o n d a r y da t a a p p r o a c h wil l be u s e d . 
A n a l y s i s of s e c o n d a r y da t a is n o r m a l l y a l l o w e d for use in e i t h e r 
f i n a n c e or e c o n o m i c r e s e a r c h b e c a u s e e x p e r t s a l r e a d y a n d t h a t is 
a p p l i c a b l e in t h i s i n s t a n c e n o r m a l l y c o l l e c t t h e d a t a . A c c o r d i n g to 
C o o p e r and S c h i n d l e r (2003) it is i n e f f i c i e n t to d i s c o v e r a n e w 
t h r o u g h t h e c o l l e c t i o n of p r i m a r y d a t a o r o r i g i n a l r e s e a r c h w h a t 
has a l r e a d y b e e n d o n e a n d r e p o r t e d at a l eve l of s u f f i c i e n t for de -
c i s i o n m a k i n g . 
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T h e r e s e a r c h e r t h e r e f o r e wil l n o t h a v e to c o l l e c t t h e d a t a h imse l f . 
S e c o n d a r y d a t a a n a l y s i s was u s e d as t h e p r i n c i p a l a p p r o a c h 
t h r o u g h t h e o r e t i c a l a n d e m p i r i c a l a n a l y s i s . A c c o r d i n g to Z e i j e r s -
b o r g e r , t h e p r e f e r e n c e of a m e t h o d o l o g y i n f l u e n c e s t h e r e s u l t s of 
t h e r e s e a r c h (Ze i j e r s b o r g e r , 2 0 0 0 ) . 
T h e t h e o r e t i c a l a n a l y s i s i n c l u d e d an in d e p t h e x a m i n a t i o n of 
s o m e c a u s e s of b a n k f a i l u r e s . 
T h e e m p i r i c a l a n a l y s i s i n c l u d e d the d e t a i l e d i n v e s t i g a t i o n of t he 
10 fa i led b a n k s s i n c e 1 9 9 4 . F u r t h e r d e t a i l e d e m p i r i c a l a n a l y s i s 
was p e r f o r m e d on t h e l a s t t h r e e b a n k s to fail s i n c e 2 0 0 0 a n d 
t h e s e i n c l u d e d Rega l T r e a s u r y B a n k , S a a m b o u a n d B o E . T h e r e a -
s o n for d o i n g d e t a i l e d w o r k on t h e s e t h r e e fa i led b a n k s p a r t i c u -
la r ly was t h a t f i n a n c i a l i n f o r m a t i o n was s o m e w h a t a v a i l a b l e w h e -
r ea s was ve ry l i t t l e f i n a n c i a l i n f o r m a t i o n a v a i l a b l e on t h e o t h e r 
b a n k s e s p e c i a l l y t h o s e t h a t o c c u r r e d in t h e m i d 9 0 s . T h e r e -
s e a r c h e r a l so r e l a t e d t he a c t u a l c a u s e s of t h e fa i led b a n k s . 
As p a r t of t he t h e o r e t i c a l f r a m e w o r k , t h e r e s e a r c h e r a l so p r o -
v i d e d an o v e r v i e w of t h e r e g u l a t o r y f r a m e w o r k w i t h i n t h e S o u t h 
A f r i c a n b a n k i n g i n d u s t r y . 
In c o n c l u s i o n , t h e r e s e a r c h e r p r o v i d e d r e c o m m e n d a t i o n s for t h e 
p r e v e n t i o n of c a u s e s of b a n k f a i l u r e to a s s i s t in t h e p r e v e n t i o n of 
h i s t o r y r e p e a t i n g i t se l f . 
3.3 THEORETICAL FRAMEWORK AND RESEARCH 
APPROACH 
A c c o r d i n g to A pea a n d S e z i b e r a , c i t i n g J a v e f o r s ( 2 0 0 2 ) , a p o s i t i v -
i s t f r a m e w o r k p e r m i t s for an o b j e c t i v e r e s e a r c h . The r e s e a r c h e r 
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t h u s u s e d a p o s i t i v i s t f r a m e w o r k and c o l l e c t e d , a n a l y z e d , r e -
v i e w e d a n d i n t e r p r e t e d e x i s t i n g t h e o r i e s b a s e d o n e m p i r i c a l s tu -
d ies on c a u s e s of b a n k f a i l u r e . 
A p e a in t h e i r r e s e a r c h c i t e t h a t a c c o r d i n g to Y i n , t h e r e are f ive 
d i s t i n g u i s h i n g r e s e a r c h a p p r o a c h e s , n a m e l y : e x p e r i m e n t a l , s u r v e y , 
a r c h i v a l a n a l y s i s , h i s t o r y a n d case s t u d y . F u r t h e r m o r e , he s t a t e s 
t h a t t h a t t he g u i d i n g v a r i a b l e to t h e c h o s e n s t r a t e g y d e p e n d on 
t y p e s of r e s e a r c h q u e s t i o n s , t h e e x t e n t of c o n t r o l o v e r b e h a v i o r a l 
e v e n t s a n d t h e r e l a t i v e f o c u s on c o n t e m p o r a r y v e r s u s h i s t o r i c a l 
e v e n t s (Yin , 1 9 9 4 ) . 
T h i s r e s e a r c h is t h e r e f o r e a case s t u d y . Yin f u r t h e r d i s t i n g u i s h e s 
b e t w e e n e x p l a n a t o r y , d e s c r i p t i v e or e x p l o r a t o r y ca se s t u d i e s . 
3.4 SELECTION PROCESS 
I n f o r m a t i o n in r e s p e c t of all b a n k i n g i n s t i t v i t i o n s t h a t 
t he p e r i o d 19 94 to d a t e was o b t a i n e d f rom t h e o f f i ce of 
s t r a r of B a n k s w i t h i n t he S o u t h A f r i c a n R e s e r v e B a n k . 
• N a m e of i n s t i t u t i o n 
• Y e a r in w h i c h f a i l u r e 
C u r a t o r s h i p 
• C a u s e s of f a i l u r e 
F o r each of t he b a n k s , a g e n e r a l o v e r v i e w of t h e c a u s e of t he 
f a i l u r e was u n d e r t a k e n . 
The r e s e a r c h e r d id a d e t a i l e d f i n a n c i a l r e v i e w on Rega l T r e a s u r y , 
S a a m b o u a n d B O E o n l y . T h i s is b e c a u s e t h e s e b a n k s f a i l u r e s are 
t he m o s t r e c e n t a n d t h e f i n a n c i a l i n f o r m a t i o n is s t i l l a v a i l a b l e 
t a i l e d in 
t h e Reg i -
t o o k p l a c e a n d / o r t h e b a n k was p l a c e in 
69 
w h e r e a s t h e m a j o r i t y of t h e o t h e r fa i led b a n k s do n o t h a v e ava i l -
ab l e f i n a n c i a l s t a t e m e n t s . 
F i n a n c i a l s t a t e m e n t s w o u l d be a n a l y z e d , as fully se t o u t b e l o w 
w i t h t he i n t e n t i o n of t r y i n g to e s t a b l i s h t h e c a u s e s of t h e f a i l u r e . 
C o m m e n t a r y f r o m f i n a n c i a l c o m m e n t a t o r s w o u l d be e x p l o r e d . 
T h e f o l l o w i n g is a s c h e d u l e of fa i l ed b a n k s s i n c e 1 9 9 4 , w h i c h 
w e r e o b t a i n e d f rom t h e R e g i s t r a r of B a n k s . 
List of fai led Bank 
I n s t i t u t i o n 
P r i m a B a n k 
S e c h o l d B a n k 
A f r i c a n B a n k 
C o m m u n i t y B a n k 
I s l a m i c B a n k 
N e w R e p u b l i c a n 
Bank 
FBC F i d e l i t y B a n k 
Rega l T r e a s u r y 
S a a m b o u 









2 0 0 2 
C a u s e of f a i lu re 
L i q u i d i t y r isk 
C r e d i t r i sk 
M a r k e t r i sk 
M a r k e t r i sk 
L i q u i d i t y r i sk 
C r e d i t r i sk 
O p e r a t i o n a l r i sk 
L i q u i d i t y r isk 
C r e d i t r i sk 
L i q u i d i t y r i sk 
C r e d i t r i sk 
L i q u i d i t y r i sk 
R e p u t a t i o n a l r i sk 
C r e d i t r i sk 
L i q u i d i t y r isk 
R e p u t a t i o n a l r i sk 
C r e d i t r i sk 
L i q u i d i t y r isk 
O p e r a t i o n a l r i sk 
C r e d i t r i sk 
L i q u i d i t y r isk 
R e p u t a t i o n a l r i sk 
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Cause of failure 
Liquidity risk 
S o u r c e : T i m S t o r e ( D e l o i t t e & T o u c h e ) 
3.5 DATA ANALYSIS IN RESPECT OF SELECTED 
BANKS 
T h e f o l l o w i n g f i n a n c i a l r a t i o a n a l y s i s was u s e d as a m e a s u r e of 
c o m p a r i s o n b e t w e e n t he t h r e e b a n k s s e l e c t e d for d e t a i l e d a n a l y s i s 
( R e g a l , S a a m b o u and B o E ) . 
PROFITABILITY 
INTEREST MARGIN (TOTAL ASSETS) 
NET MARGIN (AFTER TAX) 
LIQUIDITY RISK 
ASSET UTILIZATION 
RETURN ON ASSETS 
LEVERAGE MULTIPLIER 
RETURN ON EQUITY 
EARNINGS POWER 
NET INTEREST INCOME 
AVERAGE TOTAL ASSETS 
NET INCOME AFTER TAX 
REVENUE 
LIOUID ASSETS-SHORT TERM BORROWINGS 
TOTAL DEPOSITS 
GROSS REVENUES . 
AVERAGE ASSETS 









NON-INTEREST EXPENSES TO TOTAL AS-
SETS 
NET NON-INTEREST EXPENSES TO TOTAL 
ASSETS 
EFFICIENCY 
YIELD ON EARNING ASSETS 
COST RATE ON TOTAL ASSETS 
RISK 
CORE DEPOSITS TO ASSETS 
LIQUID ASSETS TO EARNING ASSETS 
NET LOANS - TO - DEPOSITS 
NET LOANS - T O - CORE DEPOSITS 
NET LOANS - TO - ASSETS 
CREDIT QUALITY 
CREDIT RISK (THIS PERIOD) 
CREDIT RISK (ACCUMULATED) 
NON-INTEREST EXPENSES 
AVERAGE TOTAL ASSETS 
NON-INTEREST EXPENSES - NON INTEREST INCOME 
AVERAGE TOTAL ASSETS 
NON INTEREST EXPENSE 
NET INTEREST INCOME + NON INTEREST INCOME 
INTEREST INCOME . 
AVERAGE EARNING ASSETS 
INTEREST EXPENSES 
AVERAGE TOTAL LIABILITIES + AVERAGE EQUITY 
CORE DEPOSITS 
TOTAL ASSETS 
SHORT-TERM INVESTMENTS (<1 YEAR) . 
EARNING ASSETS - SHORT TERM INVESTMENTS 
NET LOANS . 
TOTAL DEPOSITS 
NET LOANS . 
CORE DEPOSITS 
NET LOANS . 
TOTAL ASSETS 
PROVISION FOR BAD DEBT EXPENSES (THIS PERIOD) 
GROSS LOANS (THIS PERIOD) 
ACCUMULATED PROVISION FOR BAD DEBTS 




EQUITY CAPITAL RISK 
ADJUSTED CAPITAL BASE - ADJUSTED 
ASSET BASE 
CAPITAL ADEQUACY RATIO (ASSETS) 





ADJUSTED CAPITAL BASE 
ADJUSTED ASSET BASE 
SHARE CAPITAL + UNIMPAIRED RESERVES 
TOTAL ASSETS 
SHARE CAPITAL + UNIMPAIRED RESERVES 
TOTAL LOANS 
3.6 CONCLUSION 
T h e c h a p t e r p r o v i d e d a d e s c r i p t i o n of t h e b a s i s for t h e r e s e a r c h 
m e t h o d o l o g y c h o s e n for t h i s d i s s e r t a t i o n . 
The r e s e a r c h e r in t h i s c h a p t e r p r o v i d e d the b a s i s for t he m e t h o -
d o l o g y c h o s e n . D e t a i l s of t h e s e l e c t i o n c r i t e r i a and p r o c e s s of 
a n a l y s i s u s e d to t e s t e a c h of t he s t a t e d a s s e r t i o n s a re p r e s e n t e d . 
D a t a c o l l e c t i o n m e t h o d s a n d m e a s u r i n g i n s t r u m e n t s w e r e a l so ex-





T h i s c h a p t e r p r o v i d e s a d e t a i l e d a n a l y s i s of t h e b a n k t h a t fa i led 
d u r i n g t h e i n t e r v e n i n g p e r i o d . 
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4.2.1 PRIMA BANK- 1994 
T h e c a u s e s of P r i m a B a n k ' s ( " P r i m a " ) f a i l u r e as s u m m a r i z e d 
a b o v e are d u e to l i q u i d i t y r i sk , c r e d i t r i sk a n d m a r k e t r i sk . We 
c o n s i d e r t h e s e r i sks h e r e u n d e r in m o r e d e t a i l . 
In t he t h r e e (3) yea r s to 1 9 9 3 , P r i m a ' s p u b l i s h e d p r o f i t s rose-
f o u r f o l d a n d t h e c a p i t a l b a s e r o s e six fo ld . Risk w e i g h t e d c a p i t a l 
a d e q u a c y was at a s a t i s f a c t o r y 1 9 % , w h i c h at t he t i m e was t h e 
h i g h e s t in S o u t h Af r i ca a n d m o r e t h a n d o u b l e t h e s t a t u t o r y r e -
q u i r e m e n t s 
R e p u b l i c R a t i n g s (Pty) L t d ( " R e p u b l i c s " ) , a t h e n S o u t h A f r i c a n 
b a s e d r a t i n g c o m p a n y led by b u s i n e s s m a n D a v e K i n g w e n t p u b l i c 
w i t h i t s s p e c u l a t i v e g r a d e r a t i n g for P r i m a b a n k a n d s h o r t l y t h e -
r e a f t e r t h e b a n k s o u g h t C u r a t o r s h i p . R e p u b l i c R a t i n g s h a d b e e n 
s e e k i n g to p e r f o r m a n d o n - s i t e r a t i n g b u t w e r e n o t p r o v i d e d 
a c c e s s by m a n a g e m e n t ; h e n c e t h e y r e s o r t e d to d o i n g t h e s p e c u l a -
t ive r a t i n g . 
R e p u b l i c s f o u n d t h a t 3 0 % of P r i m a ' s a d v a n c e s b o o k was n o n -
p e r f o r m i n g b u t d e s p i t e t h i s and the 4 7 0 % r i se in a d v a n c e s , t h e 
b a n k on ly i n c r e a s e d i ts p r o v i s i o n s t h r o u g h the i n c o m e s t a t e m e n t 
by on ly R1 .4 m i l l i o n in t h e t h r e e yea r s to 199 3, t h u s b o l s t e r i n g 
p r o f i t s . By June 1 9 9 3 , R e p u b l i c s h a d c a l c u l a t e d t h a t t h e c a p i t a l 
v a l u e of l o a n s a g a i n s t w h i c h p r o v i s i o n s w o u l d h a v e to be m a d e 
for f u t u r e l o s s e s t o t a l e d R50 m i l l i o n . A g a i n s t t h i s , g e n e r a l p r o v i -
s i o n s t o t a l e d R3 m i l l i o n . R e p u b l i c s b e l i e v e d p o t e n t i a l w r i t e - o f f s 
c o u l d e r a d i c a t e P r i m a ' s e n t i r e c a p i t a l b a s e . F u r t h e r m o r e , R e p u b -
l i c ' s n o t e d p r o b l e m s w i t h a c c o u n t i n g p r a c t i c e s a n d lack of i n t e r -
nal c o n t r o l s as o t h e r c o n t r i b u t i n g f a c t o r s to t h e s p e c u l a t i v e g r a d e 
r a t i n g . In t he e n d , a r a t i n g of B2 was g i v e n to t he b a n k . " 
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P r i m a c o n t i n u e d to a c c o u n t for i n t e r e s t i n c o m e on i ts l a r g e s t ex-
p o s u r e to a p r o p e r t y d e v e l o p m e n t d e s p i t e t h e p r o p e r t y d e v e l o p -
m e n t c o m p a n y b e i n g in s e v e r e d i f f i c u l t i e s a n d u n a b l e to sel l 
u n i t s . P r i m a e f f e c t i v e l y c o n t r o l l e d 6 5 % of t h i s c o m p a n y a n d i ts 
r e s u l t s w e r e n o t c o n s o l i d a t e d i n t o P r i m a ' s . T h i s f u r t h e r g i v e s 
c r e d e n c e to R e p u b l i c ' s c o m m e n t s a b o u t t h e d u b i o u s a c c o u n t i n g 
p r a c t i c e s at P r i m a . " ' 
H i s t o r i c a l f e e - b a s e d i n c o m e h a d b e e n o v e r s t a t e d as t he b a n k ef-
f e c t i v e l y s h i e l d e d i t s i n c o m e s t a t e m e n t f rom r e a l i z e d f u t u r e 
l o s s e s . T h i s was d o n e by a c q u i r i n g a s s e t s f r o m d e a l e r s c o n c e r n e d 
a n d r e f l e c t i n g t h e s e a s s e t s (at face v a l u e of l o s s e s i n c u r r e d ) on 
the face of t he b a l a n c e s h e e t . M a t e r i a l c o n t i n g e n c y l i a b i l i t i e s of 
RIO m i l l i o n w e r e n o t d i s c l o s e d on the f i n a n c i a l s t a t e m e n t s . 
T h e c u r a t o r a l so f o u n d t h a t i n t e r n a l c o n t r o l s w e r e l a c k i n g as 
t r a d i n g u n i t s e x c e e d e d b u d g e t s and r e g u l a t o r y r e t u r n f o r m s (DI 
f o r m s ) w e r e i n c o r r e c t l y f i led w i t h t he R e s e r v e B a n k . 
S h o r t l y a f te r t h e s p e c u l a t i v e g r a d e r a t i n g was i s s u e d by R e p u b l i c s , 
t h e d i r e c t o r s of P r i m a r e q u e s t e d t he R e s e r v e B a n k to p l a c e t h e 
b a n k u n d e r C u r a t o r s h i p a n d T i m S t o r e of D e l o i t t e & T o u c h e was 
a p p o i n t e d by t h e b a n k in t e r m s of s e c t i o n 59 of t h e B a n k A c t . 
T h e y c i t e d p o s s i b l e r u n on d e p o s i t s as t he m a i n f a c t o r r e s u l t i n g 
f r o m R e p u b l i c ' s g r a d i n g . At t h e t i m e , t h e b a n k h a d o v e r R 1 9 0 
m i l l i o n in d e p o s i t s . 
B a n k s g e n e r a l l y h a v e an A g r a d e w i t h t h e b ig four ( A b s a , S t a n -
d a r d , F N B a n d N e d b a n k ) h a v i n g an A l g r a d e . S m a l l e r b a n k w o u l d 
h a v e a l e s s e r g r a d e t h a n the b ig four a n d on a v e r a g e th is w o u l d 
be A2 . G r a d i n g of less t h a n an A for b a n k s is d e t r i m e n t a l a n d de -
p o s i t o r s , e s p e c i a l l y c o r p o r a t e d e p o s i t o r s a n d fund m a n a g e r s 
w o u l d seek to s a f e g u a r d f u n d s u n d e r m a n a g e m e n t w i t h t he m a j o r -
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ity of t h e m h a v i n g m a n d a t e s to d e p o s i t f u n d s w i t h A g r a d e d i n s t i -
t u t i o n s on ly . T h e r e a s o n for m a n a g e m e n t , i .e . p o s s i b l e run on the 
b a n k was t h e r e f o r e r e a s o n a b l e a n d it was h i g h l y l ikely t h a t a r un 
on d e p o s i t s w o u l d h a v e f o l l o w e d . 
V a r i o u s a t t e m p t s w e r e m a d e to s a lvage t h e b a n k a n d a v o i d l i q u i -
d a t i o n w i t h U n i b a n k c o m i n g m u c h c l o s e r t h a n any o t h e r p a r t y in 
a c q u i r i n g P r i m a . I t s o u g h t to a c q u i r e t h e i n s t a l m e n t fi n a n c e b o o k 
for R30 m i l l i o n a n d R20 m i l l i o n n e g o t i a b l e s e c u r i t i e s i n c l u d i n g 
a s s u m i n g an e q u a l a m o u n t of l i a b i l i t i e s . 
T h e v a r i o u s e f f o r t s w e r e n o t s u c c e s s f u l a n d P r i m a was e v e n t u a l l y 
p u t i n t o f inal l i q u i d a t i o n ear ly in A u g u s t 1994 . 
In s u m m a r y the f a c t o r s r a i s e d as t he P r i m a r y C a u s e s of P r i m a ' s 
f a i l u r e by T i m S t o r e a re as f o l l o w s : 
L i q u i d i t y r isk 
T h e s p e c u l a t i v e g r a d i n g r e p o r t w o u l d h a v e l ed to i n v e s t o r s , e s p e -
cial ly c o r p o r a t e s a n d i n s t i t u t i o n s to w i t h d r a w t h e i r d e p o s i t s and 
th i s w o u l d h a v e let to a r un on i ts d e p o s i t . T h e b a n k w o u l d n o t 
h a v e h a d s u f f i c i e n t l i q u i d i t y to r e p a y all d e p o s i t a n d st i l l s tay af-
l oa t to dea l w i t h i ts o t h e r o b l i g a t i o n s . T h i s was t h e m a i n r e a s o n 
the d i r e c t o r s a p p r o a c h e d the R e s e r v e B a n k to p u t t he b a n k u n d e r 
a c u r a t o r . T h e c u r a t o r w o u l d h a v e t h e p o w e r s to f r e e z e d e p o s i t s 
and p u t a ha l t t o t he r u n and t h u s t h e l i q u i d i t y s h o r t a g e s . 
C r e d i t r i sk 
The c r e d i t r i sk w a s a l so a m a i n f a c t o r t h a t c a u s e d the f a i lu re of 
P r i m a in t h a t w h i l s t t he a d v a n c e s b o o k as r i s i n g at a m u c h f a s t e r 
r a t e , a l a r g e r p o r t i o n of t h e b o o k was n o t p e r f o r m i n g a n d at 3 0 % , 
t h a t is a p p r o x i m a t e l y a t h i r d of t he b o o k . T h i s led to t he c o n c l u -
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s i o n by R e p u b l i c s t h a t if t h e l o a n s a g a i n s t w h i c h p r o v i s i o n s 
w o u l d h a v e to be w e r e c a l c u l a t e d , a s i g n i f i c a n t p o r t i o n of t he 
b a n k ' s c a p i t a l w o u l d be w i p e d o u t . T h i s w o u l d h a v e r e n d e r e d t h e 
b a n k fa l l ing foul of t h e c a p i t a l a d e q u a c y r e q u i r e m e n t s n e e d i n g 
cash i n j e c t i o n a n d in t h e p r o c e s s , a r u n on d e p o s i t s w o u l d h a v e 
b e e n i n e v i t a b l e u n l e s s t h e c a p i t a l i n j e c t i o n was i m m e d i a t e . 
4.2.2 SECHOLD BANK 
S e c h o l d h a d t h r e e o p e r a t i n g c o n s t i t u e n t s : B a n k i n g ( fou r b a n k i n g 
l i c e n s e s — S e c f i n , N D I I , S e c u r i t i e s I n v e s t m e n t , D i s t r i c t S e c u r i -
t i e s ) ; P o r t f o l i o M a n a g e m e n t ; a n d O t h e r — w h e r e t h e d a m a g e t o o k 
p l a c e ( S e c h o l d F i n a n c e s , T h e t a S e c u r i t i e s , S e c u r i t i e s M a n a g e m e n t 
ad S e c u r i t i e s E q u i t i e s ) . 
T h e p r o b l e m s w e r e t r a c e d to S e c u r i t i e s E q u i t i e s ( " S E " ) , w h i c h 
was o p e r a t e d by o n e m a n , L o u i s F^hrl ich, a n d a h a l f - d a y a s s i s t a n t . 
SE was S e c h o l d ' s v e h i c l e for t a k i n g p o s i t i o n s in t h e f u t u r e s a n d 
o p t i o n s m a r k e t s t h a t was m a n a g e d a n d o p e r a t e d e x c l u s i v e l y by 
F^hrl ich, w h o r e p o r t e d da i ly to t h e M a n a g i n g D i r e c t o r , A r t h u r 
K e l l y . 
I t is r e p o r t e d t h a t E h r l i c h b e l i e v e d t h a t at t h e t i m e , t he m a r k e t 
was in a s t a t e of c o m p a r a t i v e n e u t r a l i t y a n d was t h e r e f o r e u n l i k e -
ly to m o v e s i g n i f i c a n t l y in any d i r e c t i o n . SE freely w r o t e d e e p -
o u t - o f - t h e - m o n e v call and p u t o p t i o n s . T h a t m e a n s he b o u g h t a n d 
s o l d at p a r t i c u l a r l y low p r e m i u m s b e c a u s e he b e l i e v e d t h e m a r k e t 
w o u l d r e m a i n s t a b l e . E h r l i c h p o s i t i o n e d h i s b o o k so t h e p r e -
m i u m s r e c e i v e d w o u l d be h i g h l y p r o f i t a b l e if t h e All S h a r e I n d e x 
t r a d e d c o n s i s t e n t l y b e t w e e n 3 2 0 0 - 4 8 0 0 . 
T h e d o w n s i d e to t h i s is t h a t if t h e b o o k is p o s i t i o n e d w i t h o u t l i-
m i t i n g t he l o s s e s , as SE d i d , w i t h o u t l i m i t i n g t h e l o s s e s a n d , u n -
t h i n k a b l y the m a r k e t g o e s a g a i n s t y o u , you a re by d e f i n i t i o n ex-
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p o s e d to l i m i t l e s s l o s s e s . T h e t e c h n i c a l n a m e for th i s p o s i t i o n i n g 
of an i n v e s t m e n t b o o k is " t h e S h o r t S t r a n g l e " . T h e n u m b e r of ac -
tua l c o n t r a c t s b o u g h t a n d s o l d by SK was n e v e r fully d i s c l o s e d as 
t h e i r c l e a r i n g m e m b e r , R a n d M e r c h a n t Bank r e f u s e d to d i v u l g e 
t h e n u m b e r s c i t i n g c o n f i d e n t i a l i t y . SE h a d b o u g h t a n d / o r so ld 
c o n t r a c t s , w h i c h w o u l d n o t be e x e r c i s e d b e t w e e n 3 2 0 0 — 4 8 0 0 , 
e n a b l i n g t h e c o m p a n y to k e e p p r e m i u m s p a i d to it by i n v e s t o r s 
w h o b e c a m e e n t i t l e d to buy or sell s e c u r i t i e s at p r e d e t e r m i n e d 
p r i c e . If t he i n d e x m o v e d o u t s i d e t he r a n g e in w h i c h the o p t i o n 
h a d b e e n w r i t t e n , t h e s e i n v e s t o r s c o u l d c l am t h e b e n e f i t s a t t a c h e d 
to t h e u n d e r l y i n g a s s e t s . SE v u l n e r a b i l i t y a r o s e b e c a u s e he d id 
n o t c h o o s e to c o v e r t h e s e t r a n s a c t i o n s t h r o u g h c o u n t e r v a i l i n g p o -
s i t i o n s . 
A f t e r m o n t h s of p e d e s t r i a n p e r f o r m a n c e , t h e m a r k e t s u d d e n l y 
c a u g h t f ire — and n o t in SA a l o n e . A r o u n d t h e w o r l d , e q u i t i e s 
s t i r r e d , i n v e s t o r s p o u r e d in , t he g r e a t h u n t for i n s t a n t p r o f i t was 
on a g a i n . A r o u n d the w o r l d , e q u i t i e s s t i r r e d , i n v e s t o r s p o u r e d in , 
t h e g r e a t h u n t for i n s t a n t p r o f i t was on a g a i n . W h a t gave o t h e r s 
joy c a u s e d P 'h r l i ch a n d SE c o n s t e r n a t i o n . 
I t a p p e a r s t h a t t h e e x t e n t of t h e p o s i t i o n s was n o t c o m m u n i c a t e d 
to e i t h e r t h e b o a r d or to m a n a g e m e n t . I n s t r u c t i o n s g i v e n e i t h e r 
w e r e n ' t i m p l e m e n t e d or c o u l d n ' t b e . I n f o r m a t i o n p r o v i d e d was 
s e l e c t i v e a n d m i s l e a d i n g . T h e dai ly m a r k - t o - m a r k e t of r i sk p o s i -
t i o n s as r e p o r t e d by Ke l ly in h i s r e p o r t to s h a r e h o l d e r s t h e year 
b e f o r e p r o v e d to be e i t h e r i n e f f i c i e n t or n o n - e x i s t e n t as the p o s i -
t i o n s w e r e n ' t l i m i t e d t i m e o u s l y . 
T h e SA F u t u r e s E x c h a n g e (Safex) in the m e a n t i m e , r e p o r t e d l y 
n o t i c e d the u n u s u a l l y l a rge m a r g i n cal ls a g a i n s t S e c h o l d p o s i t i o n s 
( m a r g i n ca l l s a re m a d e da i ly by Safex to e n s u r e t h e i n t e g r i t y of 
t h e m a r k e t a n d i t s p l a y e r s ) . W i t h i n c r e a s i n g d e s p e r a t i o n , S e c h o l d 
79 
t r a d e r s t r i e d to c o v e r t h e e x p o s e d p o s i t i o n s , b u t it was a b a d 
t i m e . I t was o v e r t he h o l i d a y s , Ke l ly and E h r l i c h w e r e on t h e i r 
r e s p e c t i v e h o l i d a y s a n d so w e r e the m a n y o t h e r d e a l e r s a n d t u n d 
m a n a g e r s . T h e p r i c e s to be p a i d for c o v e r i n g t h e e x p o s u r e e sca -
l a t e d r a p i d l y . 
T h e m a r k e t m o v e d e x t r a o r d i n a r i l y o v e r t he p e r i o d , w i t h a m o v e 
of 500 p o i n t s in five d a y s . At t i m e s t he f u t u r e s m a r k e t o p e n e d 
c l o s e to 300 p o i n t s a b o v e t h e p r e v i o u s n i g h t s c l o s e a n d t h e n 
s t a r t e d d r i v i n g t h e s p o t p r i c e . E l r l i c h r e t u r n e d b e f o r e C h r i s t m a s 
a n d b o u g h t f u r t h e r o p t i o n s to l imi t and c o n t a i n t h e l o s s e s . T h i s 
w i p e d o u t m i l l i o n s f r o m the b a l a n c e s h e e t . 
T h e r e l u c t a n c e of t h e s h a r e h o l d e r s to i n j e c t m o r e c a s h r e s u l t e d in 
I n v e s t e c c o m i n g i n t o t h e p i c t u r e . A due d i l i g e n c e was c o n d u c t e d 
o v e r a w e e k e n d , r e s u l t i n g in an o f fe r t h a t m u s t h a v e s e e m e d a p i t -
t a n c e . I t was a c l a s s i c m a n e u v e r of g i v i n g S e c h o l d s h a r e h o l d e r s 
a l m o s t n o t i m e to a c c e p t b e f o r e t h r e a t e n i n g to w i t h d r a w t h e of-
fer . T h e of fe r i n c l u d e d a r e q u i r e m e n t t h a t R M B s h o u l d a b s o r b 
Sec h o i ' s o p e n p o s i t i o n . 
In t h e e n d I n v e s t e c t o o k S e c h o l d for an e f f e c t i v e R l , 5 2 a s h a r e 
or a n o m i n a l i n j e c t i o n of R 1 2 5 m i l l i o n . W h a t ' s m o r e , I n v e s t e c 
p a i d for it by i s s u i n g s h a r e s in e f f ec t to t he m a j o r s h a r e h o l d e r s of 
S e c h o l d . 
4.2.3 AFRICAN BANK- 1995 
T h e b a n k was f o u n d e d in 19 75 by D r . Sam M o t s u e n y a n e as t he 
f i r s t t ru ly b l a c k c o n t r o l l e d b a n k and f l a g s h i p of b l a c k e c o n o m i c 
e m p o w e r m e n t . I n i t i a l l y it s t u c k to r e t a i l b a n k i n g b u t on 24 June 
1987 it go t a R e s e r v e B a n k p e r m i s s i o n to t r a d e f o r e i g n e x c h a n g e , 
s o l e l y for t h e p u r p o s e of p r o \ r i d i n g s e r v i c e s for i n d i v i d u a l o v e r -
80 
seas t r i p s . In 1 9 8 3 , t h e d i v i s i o n was a u t h o r i z e d to a r r a n g e e x p o r t 
dea l s as we l l . 
I t h a d 35 b r a n c h e s at t he t i m e of i ts d i f f i c u l t i e s . 
In A u g u s t 1994 it r e p o r t e d a 4 9 % i n c r e a s e in a s s e t s t o R 6 2 5 mi l -
l i o n , a 4 7 % i n c r e a s e in h o m e l o a n a d v a n c e s a n d a n n o u n c e d p l a n s 
to i s s u e c h e q u e b o o k s a n d c r e d i t c a r d s a n d ro l l o u t i ts A I M es -
t a t e . 
T h e f i r s t s i gns of d a n g e r a p p e a r e d in M a r c h 1995 w h e n it r e -
p o r t e d R2 ,9 m i l l i o n in l o s s e s . 
I t ' s a u d i t o r s , D e l o i t t e & T o u c h e w a r n e d the R e s e r v e B a n k in 
t e r m s of s e c t i o n 63 of t h e B a n k Ac t in M a r c h 1 9 9 4 . D e l o i t t e a l so 
i n f o r m e d t h e a u d i t c o m m i t t e e of p o t e n t i a l c r i p p l i n g p r o b l e m s . In 
t he b e g i n n i n g A u g u s t 1 9 9 5 , D e l o i t t e s e n t o u t a n o t h e r s e c t i o n 63 
w a r n i n g to t he R e s e r v e B a n k . 
E a r l y in 1 9 9 5 , N e w Af r i ca I n v e s t m e n t L i m i t e d ( " N A I L " ) a n d Me t -
r o p o l i t a n i n j e c t e d R9 m i l l i o n a f t e r t he b a n k fell s h o r t of t h e c a p i -
tal a d e q u a c y r e q u i r e m e n t . ( N A I L a n d M e t r o p o l i t a n w e r e 2 5 % and 
1 7 % s h a r e h o l d e r s r e s p e c t i v e l y ) . 
As at 31 M a r c h 1 9 9 5 , t h e s h a r e h o l d i n g in A f r i c a n B a n k was as 
f o l l o w s : 
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' S u b s c c] u c n 11 v i n c r e a s e d to 1 
O v e r s ixty (60%) l o a n b o o k in t h e low e n d of t h e h o u s i n g m a r k e t 
w i t h o v e r 4 ,700 l o a n s . A f r i c a n B a n k n e a r l y d o u b l e d i ts a s s e t s to 
R 6 2 5 m i l l i o n in j u s t t h r e e yea r s p r i o r to i ts d e m i s e . W h i l s t it c a p -
i t a l a d e q u a c y r a t i o was at 8 . 1 % w h e n it w e n t i n t o C u r a t o r s h i p , 
s h a r e h o l d e r s w o u l d n o t p i ck u p t h e p r o b l e m s ear ly b e c a u s e o t 
p a r t i a l d i s c l o s u r e . T h e b a n k gave an i n d i c a t i o n on 1 9 9 3 / 9 4 r e s u l t s 
s t a t i n g " d i f f i c u l t e c o n o m i c c o n d i t i o n s m e a n t b o r r o w e r s h a d d i f f i -
1 1 " , " . j? \ in 
ty m a k i n g t i m e o u s p a y m e n t s 
In 1 9 9 5 , A f r i c a n B a n k m a d e a R2 0 m i l l i o n p r o v i s i o n for b a d d e b t s 
a g a i n s t t he R 6 , 2 m i l l i o n t h a t was m a d e the year b e f o r e . I t had 
o v e r 12 ,000 i n d i v i d u a l l o a n s at an a v e r a g e of R 7 0 , 0 0 0 p e r l o a n . 
B e t w e e n S e p t e m b e r 1991 a n d M a r c h 1 9 9 4 , d e p o s i t s g r e w f rom 
R 2 7 3 m i l l i o n to R 6 0 0 m i l l i o n , in t he s a m e p e r i o d , a d v a n c e s g rew 
f rom R196 m i l l i o n to R359 m i l l i o n . 
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In t he 18 m o n t h s p r i o r to t he C u r a t o r s h i p , t h e r e h a d b e e n n o new-
p r o v i s i o n s , t h o u g h the 1994 f i n a n c i a l s t a t e m e n t s s h o w e d the b a n k 
was c a r r y i n g a c c u m u l a t e d p r o v i s i o n s of ju s t u n d e r R6 m i l l i o n . In 
t h e r e p o r t t h e d i r e c t o r s ca l l ed t h e b a d d e b t p r o v i s i o n s " p r u d e n t 
a n d a f i rm b a s i s for f u t u r e p r o f i t a b i l i t y has n o w b e e n s e t " . " M a n -
a g e m e n t has i n s t i t u t e d a p p r o p r i a t e m e a s u r e s a n d wil l c o n t i n u e to 
m o n i t o r t he a r r e a r s s i t u a t i o n to p r e v e n t a r e c u r r e n c e of t h i s s i t u -
a t i o n " T h e s a m e a c c o u n t s a l so s h o w e d t h a t l o a n s to d i r e c t o r s h a d 
i n c r e a s e d f rom R l , 7 m i l l i o n in 1993 to R5 ,9 m i l l i o n . T h e b a n k ' s 
C E O , T h e r o n h a d t a k e n o u t a R3 m i l l i o n l o a n for an a p p l e f a rm, 
u s i n g t h e f a r m , a p p a r e n t l y w o r t h R5 m i l l i o n at t h e t i m e , as a 
b o n d . 
4.2.4 COMMUNITY BANK 
C o m m u n i t y b a n k was f l o a t e d ear ly in 1994 w i t h f u n d i n g o b t a i n e d 
f rom a n u m b e r of s o u r c e s i n c l u d i n g the D e v e l o p m e n t of Bank of 
S o u t h e r n A f r i c a n ( " D B S A " ) , I n d u s t r i a l D e v e l o p m e n t C o r p o r a t i o n 
( " I D C " ) , I n d u s t r i a l D e v e l o p m e n t T r u s t ( " I D T " ) a n d a c o n s o r t i u m 
of b a n k s . I t h a d C a p i t a l of R 2 0 0 m i l l i o n , s e v e n t y f ive p e r c e n t 
(75%) of it in l o a n s at i n t e r e s t of e i g h t (8%) f rom D B S A , I D C 
a n d t h e banks , x . It was t h e f i rs t b a n k to be r e g i s t e r e d u n d e r t he 
t h e n n e w M u t u a l B a n k s A c t . 
The c a p i t a l i z a t i o n was g o i n g to be as f o l l o w s : 
DBSA - R 1 1 0 m i l l i o n ; I D C - R40 m i l l i o n ; I D T - R25 m i l l i o n ; 
c o n s o r t i u m of b a n k s ( S t a n d a r d B a n k , F i r s t N a t i o n a l B a n k , N B S , 
A B S A , N e d b a n k ) - R25 m i l l i o n . 
C o m m u n i t y b a n k was e s t a b l i s h e d to p r o v i d e h o u s i n g , b u s i n e s s 
a n d p e r s o n a l l o a n s to l o w - i n c o m e e a r n e r s . T h e b a n k a g g r e s s i v e l y 
g r e w i ts l o a n b o o k a n d i ts b r a n c h n e t w o r k . W i t h i n i ts f i rs t e igh -
t e e n m o n t h s of e x i s t e n c e , t he b a n k h a d 17 b r a n c h e s , o v e r 2 ,500 
83 
hous ing loans averaging R45,000 per loan. In its first 18 months 
the bank had R20 mill ion in deposi ts raised from 2,200 c l i e n t s / 
Each branch was projected to have 2,500 hous ing and 800 busi-
ness loans . By the fifth year, assets were expected to over R l , 5 
bil l ion and it was pro jec ted it would be prof i table within five 
years. Bad debts were projec ted to be no more than 3%-4% of as-
sets and they were count ing on peer p ressure to guaran tee the low 
ra t io . This was despi te the low-income group ing in which the 
bank opera ted when the major banks were avoiding entry in to this 
space / 1 
The feasibility study assumed the R200 mill ion would be available 
in the first mon th and the bank would invest the capital at 5% 
above the cost of funds and earn R10 mill ion in its first year of 
ope ra t ion . Lending opera t ions would only star t in July 1994 upon 
reg i s t ra t ion . In t e res t and inves tment income and t ransac t ion fees 
would cover opera t ing cos ts . Meanwhile the bank has been open-
ing branches and hir ing staff. The Botshabe lo Accord was on 
signed in November 1994 and the delivery of opera t ions only 
s ta r ted in June 1995. Communi ty Bank thus more lost one year of 
in te res t income.™ 
The first signs of the dis t ress emerged in July 1995 when the an-
nual r epor t indicated a R20,l million loss for the eight mon ths to 
March that was higher than expected. The bank had opened 3 
b ranches , paid out over R2 mill ion in hous ing loans and had 
commit ted over R17 mill ion. In May 1996 it r epo r t ed losses of 
over R50 mill ion. 
Communi ty bank ' s capital s t ruc ture was s t r enuous on its cash 
flow and did not give the bank much of a chance . 40% of its 
losses were made up of in te res t expenses on the loan capital from 
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i t s funders""". I t a l so h a d a R2 ,5 m i l l i o n m o n t h l y o p e r a t i n g ex-
p e n s e to c o n t e n t w i t h . 
O n e of t h e d i s t r e s s e s t h a t c a u s e d t h e b a n k to fail was m a n a g e -
m e n t ' s d e c i s i o n to h a v e a s u b s t a n t i a l f o r m a l b r a n c h n e t w o r k . Ef-
f ec t i ve l e n d e r s in o t h e r c o u n t r i e s t e n d to h a v e low c o s t i n f r a -
s t r u c t u r e . H e a v i l y l o a d e d i n f r a s t r u c t u r e b a n k s h a v e to be s u p -
p o r t e d by s u f f i c i e n t b u s i n e s s v o l u m e s a n d t h e v o l u m e s at C o m -
m u n i t y b a n k h a d n o t r e a c h e d c r i t i c a l m a s s by the t i m e i ts p r o b -
l ems began x n . 
T h e b a n k a l so s p e n t a s i g n i f i c a n t a m o u n t of i t s r e s o u r c e s on a in-
s t a l l i n g a s o p h i s t i c a t e d c o m p u t e r s y s t e m a n d m a r k e t i n g c o s t s sp i -
ra le d o u t of c o n t r o l a n d w e r e g r e a t e r t h a n b u d g e t e d . M a r k e t i n g 
e x p e n s e s of R5 m i l l i o n w e r e m o r e t h a n d o u b l e a n d o p e r a t i n g ex-
p e n s e s at R6 m i l l i o n w e r e m o r e t h a n t h e b u d g e t of R3 ,7 m i l l i o n 
T h e D B S A, o u t of c o n c e r n w i t h t h e e x p e n s e s i n c u r r e d by t h e 
b a n k , r e f u s e d to r e l e a s e t h e s e c o n d p a r t of i ts l o a n , R50 m i l l i o n 
and was s o o n j o i n e d by the I D C in w i t h h o l d i n g t h e i r s e c o n d p a r t 
of R20 m i l l i o n . T h e y w a n t e d C o m m u n i t y B a n k to f ind o t h e r a l t e r -
n a t i v e s o u r c e s of f u n d i n g a n d t h e n t h e y w o u l d r e l e a s e t h e i r 
s e c o n d t r a n c h e s as we l l . T h e D B S A i n s i s t e d t h a t w h i l s t it s e r v e d 
o u t i ts d e v e l o p m e n t m a n d a t e , it n e e d e d to s a f e g u a r d i ts i n v e s t -
m e n t and e n s u r e t h a t t h e funds w o u l d be r e t u r n e d . T h e I D C was 
c o n c e r n e d a b o u t t he b a n k ' s m a n a g e m e n t in c o m p a r i s o n to m a j o r 
b a n k s . 
T h i s h a d a d o m i n o e f fec t a n d o t h e r i n v e s t o r s b e g a n w i t h d r a w i n g 
t h e i r s u p p o r t . In t r y i n g to f ind o t h e r a l t e r n a t i v e s , t he t r i e d to 
c h a n g e the m u t u a l b a n k s t a t u s so t h a t f u n d e r s c o u l d c o n v e r t d e b t 
to e q u i t y b u t g o t n o a p p r o v a l f rom t h e R e s e r v e B a n k . F u r t h e r -
m o r e , they t r i e d to n e g o t i a t e w i t h f u n d e r s t o r t h e s u s p e n s i o n of 
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i n t e r e s t p a y m e n t s b u t a l so w i t h o u t s u c c e s s . T h e b a n k c o n t i n u e d 
to l e n d u n t i l t h e ' c u p b o a r d was b a r e ' . I t h a d an a c u t e l i q u i d i t y 
c r i s i s b u t m a i n t a i n e d a so l id l o a n b o o k w i t h a r e s p e c t a b l e r e p a y -
m e n t r a t e . 
W h e n the e f f o r t s to ge t t he D B S A a n d I D C to r e l e a s e the f u n d s , 
t he R e s e r v e Bank p u t it i n t o C u r a t o r s h i p on 13 May 1996 w i t h 
S t e w a r t P a t t e r s o n of P r i c e W a t e r h o u s e a p p o i n t e d as t h e c u r a t o r . 
T h e i m p l i c a t i o n s w e r e d i r e a n d felt by t he v a s t n u m b e r of l o w -
i n c o m e e a r n e r s w h o h a d d e p o s i t s w i t h t h e b a n k . As a r e s u l t , 
SARS a g r e e d to fund t h e w i t h d r a w a l by d e p o s i t o r s of o n l y R 5 0 0 
e a c h . 
C o m m u n i t y b a n k was f ina l ly b o u g h t by U n i b a n k S a v i n g s a n d L o a n 
for R50 m i l l i o n in D e c e m b e r 1996 . I t s s t a t u s was c h a n g e d f rom a 
M u t u a l Bank to an E q u i t y B a n k . 
In s u m m a r y t h e f a c t o r s r a i s e d as t h e P r i m a r y C a u s e s of P r i m a ' s 
f a i l u r e by T i m S t o r e a r e as f o l l o w s : 
L i q u i d i t y r i sk 
T h e d e c i s i o n s t a k e n by t h e D B S A a n d I D C led C o m m u n i t y B a n k ' s 
c o f f e r t o r u n d ry . W i t h t h e m u c h n e e d e d R7 0 m i l l i o n t h a t t h e t w o 
i n s t i t u t i o n s h a d to i n j e c t n o t f o r t h c o m i n g , t h e b a n k c o u l d n o t 
c o n t i n u e to h o l d t he d e p o s i t o r s f rom w i t h d r a w i n g t h e i r d e p o s i t s 
a n d to a v o i d an i n e v i t a b l e r u n , it was p u t i n t o C u r a t o r s h i p . 
C r e d i t r i sk 
W h i l s t c r e d i t r i sk p l a y e d a r o l e in C o m m u n i t y B a n k ' s f a i l u r e , i t ' s 
r o l e was m o r e s e c o n d a r y t h a t t h e l i q u i d i t y r i sk f a c t o r . T h e m e r e 
fact t h a t t h e b a n k o p e r a t e d in t he l o w - i n c o m e e a r n i n g s e c t o r of 
the m a r k e t d o e s n o t of i t s e l f r e n d e r t h i s r i sk as u n m a n a g e a b l e . 
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T h e b a n k h a d n o t b e e n r e a l i s t i c a b o u t o p e r a t i n g in t h i s s p a c e a n d 
t h e i r b u d g e t e d p r o v i s i o n i n g was n o t r e a l i s t i c a n d i n d i c a t i v e of 
w h a t was to c o m e at t h e m . 
4.2.5 ISLAMIC BANK 
I s l a m i c B a n k was f o u n d e d on t h e b a s i s of t h e Sha r i a Law as an 
a l t e r n a t i v e to c o n v e n t i o n a l b a n k i n g a n d f i n a n c i n g m o d e l s . Ac -
c o r d i n g to B u s i n e s s D a y (13 F e b 2 0 0 6 ) , t h e r e are m o r e t h a n 50 
l a rge I s l a m i c f i n a n c i a l i n s t i t u t i o n s , m e a s u r e d by a s s e t v a l u e , o p -
e r a t i n g in v a r i o u s p a r t s of w o r l d . I t f u r t h e r s t a t e s t h a t t h e s u c -
c e s s f u l o p e r a t i o n of I s l a m i c b a n k s in s e v e r a l p a r t s of t h e w o r l d 
o v e r t h e p a s t 30 y e a r s — i n c l u d i n g t h e r e c e n t l a u n c h of " I s l a m i c 
w i n d o w s " in c o n v e n t i o n a l S o u t h Af r i can b a n k s — h a v e led to a 
g r o w i n g i n t e r e s t in I s l a m i c f i n a n c e . 
T h o u g h t it is w ide ly r e c o g n i z e d t h a t I s l a m d o e s n o t p e r m i t r i ba -
l o o s e l y t r a n s l a t e d as i n t e r e s t - o n e of t h e g r e a t e s t m i s c o n c e p t i o n s 
r e g a r d i n g I s l a m i c f i n a n c i n g is t h a t , by t h e e x c l u s i o n of i n t e r e s t 
t h e f i n a n c e in q u e s t i o n o p e r a t e s on c h a r i t a b l e or n o n - p r o f i t a b l e 
g r o u n d s . C o n t r a r y to c o n v e n t i o n a l f i n a n c i n g , I s l a m i c f i n a n c i n g is 
n o t b a s e d on t h e n o t i o n of a p r e d e t e r m i n e d f ixed r e t u r n on c a p i -
ta l . T h e I s l a m i c p r o h i b i t i o n a g a i n s t i n t e r e s t d o e s n o t , h o w e v e r , 
imp ly in any way t h a t is free of c h a r g e or t h a t t h e r e s h o u l d be n o 
r e t u r n on c a p i t a l p r o v i d e d t h a t c a p i t a l p a r t i c i p a t e s in t he p r o d u c -
t ive p r o c e s s a n d is e x p o s e d to b u s i n e s s r i sk . 
I s l a m i c B a n k was f o r m e d on the s a m e p r i n c i p l e s as s t a t e d a b o v e 
a n d E b r a h i m K h a r b a n y , t h e c h i e f e x e c u t i v e , o w n e d t h e m a j o r i t y 
of t he s h a r e s b a n k . A c c o r d i n g to a K P M G r e p o r t , he o w n e d m o r e 
t h a n R20 m i l l i o n of t h e b a n k ' s R22 m i l l i o n s h a r e c a p i t a l . 
T h e b a n k s u f f e r e d a r u n on i ts d e p o s i t b a s e d on r u m o u r s in S e p -
t e m b e r / O c t o b e r 1995 t h a t it was i n v e s t e d w i t h A f r i c a n B a n k 
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w h i c h was in f i n a n c i a l a n g u i s h . A n u m b e r of a t t e m p t s w e r e m a d e 
to t ry to ge t t h e R e s e r v e B a n k to d e c l a r e t h a t I s l a m i c B a n k d id 
n o t h a v e any e x p o s u r e to A f r i c a n Bank and t h a t it d id n o t h a v e 
d e b t as we l l . T h e R e s e r v e Bank d e c l i n e d to m a k e t h e d e c l a r a t i o n 
s t a t i n g c o n f i d e n t i a l i t y . T h e p a n i c led to a l i q u i d a t i o n s q u e e z e , 
w h i c h saw the o u t f l o w of f u n d s of nea r ly R20 m i l l i o n of t he R 1 5 0 
m i l l i o n they h e l d in d e p o s i t s ro l l o u t of t he d o o r s in a m a t t e r of 
d a y s . 
T h e b a n k ran n e w s p a p e r a d v e r t i s e m e n t s , d i s m i s s i n g r u m o u r s c o n -
c e r n i n g A f r i c a n B a n k , b a d d e b t s a n d n o n - p e r f o r m i n g a s s e t s . T h e 
a d v e r t i s e m e n t s q u o t e d l e t t e r s f rom t h e R e s e r v e B a n k , A f r i c a n 
B a n k ' s c u r a t o r K P M G , a n d I s l a m i c B a n k ' s own a u d i t o r K h a n , Sa-
la jee & C o m p a n y to b a c k i ts o w n c a s e . T h e p a n i c w a v e led to 
s o m e M u s l i m p o l i t i c a l a n d b u s i n e s s l e a d e r s to o f fe r I s l a m i c Bank 
R30 m i l l i o n to u n d e r p i n i t s f i n a n c e s . 
A c c o r d i n g to B u s i n e s s D a y ( 2 4 / 1 1 / 9 7 ) , t he I s l a m i c B a n k l o s t 
l a r g e s u m s of m o n e y by i n v e s t i n g h e a v i l y in p r o p e r t y d e v e l o p -
m e n t s s u c h as t o w n h o u s e s in M a y f a i r , J o h a n n e s b u r g , w h i c h d id 
n o t pay off. 
I t s s o l v e n c y two yea r s p r i o r to t he f a i lu re w i t h d e b t s e s t i m a t e d at 
b e t w e e n R5 0 a n d R70 m i l l i o n m e a n t n e a r d i s a s t e r for m o s q u e s , 
w i d o w s a n d o r p h a n a g e s t h a t b e i n g of M u s l i m b a c k g r o u n d i n v e s t e d 
all l ife s a v i n g s i n t o I s l a m i c B a n k . 
W h e n the b a n k was p u t i n t o C u r a t o r s h i p , it h a d a p p r o x i m a t e l y 
11 ,000 c r e d i t o r s , a b o u t 9 0 % w h o s e d e p o s i t s did n o t e x c e e d 
R 5 0 , 0 0 0 . 
F u r t h e r m o r e , t h e b a n k m a d e p o o r i n v e s t m e n t d e c i s i o n s and had 
m a n a g e m e n t p r o b l e m s . T h e s e led to t h e C o u n c i l of M u s l i m T h e o -
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l o g i a n s , w h i c h h e l p e d for I s l a m i c b a n k in 1985 to t e r m i n a t e i ts 
r e l a t i o n s h i p w i t h t h e b a n k . 1'he t e r m i n a t i o n of the r e l a t i o n s h i p 
a l s o fue l led t he w i t h d r a w a l of funds by s o m e w i t h i n t h e M u s l i m 
c o m m u n i t y w h o v i e w e d the t e r m i n a t i o n as s i g n a l i n g a d e p a r t u r e 
by t h e b a n k f rom t h e r u l e s of I s l a m . 
T h e C E O gave h i m s e l f R20 m i l l i o n w o r t h of s h a r e s a n d m i l l i o n s 
m o r e in l o a n s to h i m s e l f , h i s c o m p a n i e s , f r i e n d s a n d r e l a t i v e s at 
d i s c o u n t e d r a t e s l e a d i n g up to t he b a n k ' s l i q u i d a t i o n . 
T h e R e s e r v e Bank o f f e r e d a f inal r e i m b u r s e m e n t dea l of u p to a 
m a x i m u m of R 5 0 , 0 0 0 to d e p o s i t o r s . T h e R 5 0 , 0 0 0 o f fe r c o v e r e d up 
to 9 0 % of t h e d e p o s i t o r s . 
T h e b a n k was l i q u i d a t e d in D e c e m b e r 1997 . 
4.2.6 NEW REPUBLIC BANK 
N e w R e p u b l i c Bank ( " N R B " or " N e w R e p u b l i c " ) was c o n t r o l l e d 
by w e l l - k n o w n M a l a y s i a n b u s i n e s s m a n S a m s u d i n A d u H a s s a n 
( " S a m s u d i n " ) . H i s c o m p a n y , N R B H o l d i n g s a c q u i r e d Sab v e s t ' s 
4 1 , 9 % i n t e r e s t in N B H in 1 9 9 6 . In D e c e m b e r 1 9 9 8 , S a m s u d i n an -
n o u n c e d t h a t Mzi K h u m a l o ' s M a w e n z i R e s o u r c e s wil l a c q u i r e his 
s t a k e in t h e b a n k for R 4 9 0 m i l l i o n . T h e dea l fell t h r o u g h a f t e r it 
was a l l e g e d t h a t K h u m a l o fa i led to r a i s e t h e c a s h . 
M a w e n z i h a d e m p l o y e d K P M G to p e r f o r m a d u e d i l i g e n c e r e p o r t 
for t h e t r a n s a c t i o n . A s p e c t s of t h e r e p o r t w e r e l e a k e d to B u s i n e s s 
D a y , r a i s i n g q u e s t i o n s a b o u t N R B ' s l i q u i d i t y b e c a u s e of a n o n -
p e r f o r m i n g l o a n to N R B s u b s i d i a r y M e r c h a n t T r a d e F i n a n c e in 
t h e a m o u n t of R 2 1 3 m i l l i o n ( K h u m a l o c i t e s t h e r e p o r t as t he r ea -
son for w i t h d r a w i n g f rom t h e d e a l ) . 
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A c c o r d i n g to c o u r t s u m m o n s f i led by N R B s u i n g M a w e n z i , K P M G 
a n d B u s i n e s s D a y , t he K P M G in t h e i r r e p o r t s t a t e d t h a t t he l o a n 
to M T F , at t h a t t i m e a s u b s i d i a r y of S a m s u d i n ' s S M G M o l d i n g , 
s h o u l d be e x c l u d e d in t h e c a l c u l a t i o n of N R B ' s l ega l ly r e q u i r e d 
C A R . M T F h a d a l l e g e d l y s u f f e r e d l o s s e s a n d c o u l d n o t s e r v i c e i t s 
d e b t and was c l a s s i f i e d a n o n - p e r f o r m i n g l o a n b e a r i n g n o i n t e r e s t 
a n d r e p a y a b l e in full in 2 0 1 4 . T h e K P M G r e p o r t a l so c a r r i e d r e s -
e r v a t i o n s a b o u t t he q u a l i t y of o t h e r a s s e t s a n d t h e e f fec t of t h e 
c o s t of t h e i n t e r e s t - f r e e l o a n on the b a n k ' s a b i l i t y to g e n e r a t e 
p r o f i t . 
In J a n u a r y 1 9 9 9 , N R B a s k e d t h e SARB to p l a c e it u n d e r C u r a t o r -
s h i p a f t e r a r un on t h e b a n k . P e t e r S t r y d o m was du ly a p p o i n t e d as 
a C u r a t o r of t h e b a n k . T h e b a n k was n o t l i q u i d a t e d b u t a s c h e m e 
of a r r a n g e m e n t was e t c h e d r e s u l t i n g in S a a m b o u a c q u i r i n g N R B 
a n d b e i n g r e s p o n s i b l e for c o l l e c t i n g , o v e r a s e v e n year p e r i o d , 
N R B ' s r e m a i n i n g a s s e t s w o r t h a b o u t R 1 , 2 b i l l i o n . 
In t he end d e p o s i t o r s w e r e p a i d R l , 0 4 to eve ry R l h e l d , w h i c h in-
c l u d e d t h e i n t e r e s t o v e r t h e p e r i o d of t he C u r a t o r s h i p . 
In s u m m a r y t h e f a c t o r s r a i s e d as t h e P r i m a r y C a u s e s of A f r i c a n 
B a n k ' s f a i lu re by T i m S t o r e a re as f o l l o w s : 
• C r e d i t r i sk 
T h e l o a n of R 2 I 3 m i l l i o n t h a t N R B m a d e to a f e l low s u b s i d i -
ary , M e r c h a n t T r a d e F i n a n c e t u r n e d o u t to be n o n - p e r f o r m i n g 
a n d as a r e s u l t n e w t e r m s w e r e p u t in p l a c e t h a t w o u l d h a v e 
seen it n o n - i n t e r e s t b e a r i n g and r e p a y a b l e in 2 0 1 4 . K P M G ' s 
r e p o r t n o t e d t h a t t h i s w o u l d h a v e s i g n i f i c a n t l y p r o h i b i t e d t he 
b a n k f rom b e i n g p r o f i t a b l e for t he f o r e s e e a b l e f u t u r e . 
• L i q u i d i t y r isk 
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W h e n t h e K P M G r e p o r t w a s l e a k e d t h r o u g h to B u s i n e s s D a y , 
t h e r u n on t h e b a n k was u n s t o p p a b l e a n d N R B did n o t h a v e 
s u f f i c i e n t ca sh or n e a r - c a s h r e s o u r c e s to p a y o u t t h e d e p o s i -
t o r s a n d c o n t i n u e in i ts n o r m a l c o u r s e of b u s i n e s s . 
R e p u t a t i o n a l r i sk 
T h e r e p u t a t i o n of t h e b a n k t o o k a s e v e r e k n o c k as a r e s u l t of 
t he l e a k e d i n f o r m a t i o n s u c h t h a t t h e r e was n o t s u f f i c i e n t r e p -
u t a t i o n in t h e m a r k e t to q u e l l t h e r u n on t h e b a n k . 
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4.2.7 FBC FIDELITY BANK 
FBC F i d e l i t y B a n k ( " F B C " or " F i d e l i t y " or " b a n k " ) was f o r m e d 
o u t of a m e r g e r t h a t c o m b i n e d F u t u r e Bank C o r p o r a t i o n a n d Fi -
d e l i t y b a n k in A p r i l 1 9 9 8 . T h e m e r g e d e n t i t y w a s to f o c u s on 
e m e r g i n g m a r k e t s w i t h s u b s t a n t i a l p r e s e n c e in b a n k i n g , i n s u r a n c e 
a n d b r o k i n g . 
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T h e s e o p e r a t i o n s w e r e m e r g e d in t e r m s o t S e c t i o n 54 o t t h e B a n k s Act 
*  *• t ' f t e c t i v e i n t e r e s t of s h a r e h o l d e r s i g n o r i n g t h e i r I; B C 11 " N " s h a r e s 
( S o u r c e : L i s t i n g S t a t e m e n t - B u s i n e s s D a y 24 May \')')H) 
O n the 5 ' ' May 1 9 9 9 , F e d s u r e a n n o u n c e d a t r a n s a c t i o n in w h i c h : 
• F e d s u r e p r o p o s e d to a c q u i r e all s h a r e s a n d l o a n s t o c k u n i t s in 
F B C n o t a l r e a d y o w n e d by it a n d r e c a p i t a l i z e t h e b a n k by R 2 0 0 
m i l l i o n 
• S a a m b o u H o l d i n g s p r o p o s e s to a c q u i r e F B C ' s b a n k b u s i n e s s 
u n i t s 
• T h e b e F i n a n c i a l S e r v i c e s p r o p o s e s to a c q u i r e t he i n v e s t m e n t 
b a n k i n g d i v i s i o n 
N o t l o n g a f t e r F e d s u r e a n n o u n c e d t h e t r a n s a c t i o n , it e m e r g e d 
t h a t FBC h a d an u n s e c u r e d e x p o s u r e in M a c m e d , a fa i led h e a l t h 
c a r e g r o u p a n d t h e l i q u i d i t y c r u n c h be fe l l t h e b a n k as d e p o s i t o r s 
s t a r t e d w i t h d r a w i n g f u n d s . 
F e d s u r e p r o v i d e d R 6 0 0 m i l l i o n of l i q u i d i t y b u t n o t w i t h s t a n d i n g 
th i s s u p p o r t , F B C ' s a b i l i t y to m a i n t a i n a d e q u a t e r e s o u r c e s of li-
q u i d i t y h a v e b e e n i m p a i r e d by t h e a d v e r s e m a r k e t c o n d i t i o n s and 
u n c e r t a i n t y a g g r a v a t e d by n e g a t i v e p u b l i c i t y . 
At t h e r e q u e s t of t he d i r e c t o r s , t he b a n k was p u t i n t o C u r a t o r -
s h i p . 
F e d s u r e le t t he dea l l a p s e fou r (4) days a f t e r t h e b a n k was place-
in C u r a t o r s h i p . S a a m b o u w a l k e d away f rom the d e a l , c i t i n g c o n f i -
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d e n c e i s s u e s a n d n o n e of t h e b ig four b a n k s e x p r e s s e d any i n t e r -
es t . 
T i m S t o r e n o t e d t h a t F B C , t he on ly b l a c k m a n a g e d e m p o w e r m e n t 
b a n k in S o u t h Af r i ca w a s s o l v e n t w i t h a t o t a l c a p i t a l r e s e r v e of 
m o r e t h a n R 6 0 0 m i l l i o n and t h e r e was R6 b i l l i o n in d e p o s i t o r s ' 
m o n e y . " I t ' s R6 b i l l i o n d e p o s i t s was s p r e a d a c r o s s 8 2 , 0 0 0 d e p o s i -
t o r s a n d h a d o v e r 600 e m p l o y e e s , 20 b r a n c h e s a n d a h e a d o f f i ce 
in S a n d h u r s t . 
At t h e t i m e , F B C h a d a h e a l t h y c a p i t a l a d e q u a c y r a t i o of 1 3 % 
c o m p a r e d to t h e t h e n lega l m i n i m u m of 8%. T h e b a n k was g r o w -
ing i ts l o a n b o o k f a s t e r t h a n i t s c a p i t a l . I t a d o p t e d a c a p i t a l eff i -
c i e n t a p p r o a c h f rom t h e s t a r t . W h e n a b a n k g r o w s r a p i d l y , t h e r e ' s 
p o t e n t i a l for a l i q u i d i t y s q u e e z e . " 1 
T h e r e are s e v e r a l c o m m o n t h r e a d s b e t w e e n t w o S o u t h A f r i c a n 
b a n k s t h a t h a v e f o u n d t h e m s e l v e s in d i f f i c u l t y . B o t h N e w R e p u b -
l ic B a n k a n d F B C are s m a l l i n s t i t u t i o n s . N e i t h e r a p p e a r e d to h a v e 
a s e r i o u s c a p i t a l i m p a i r m e n t w h e n i t s p r o b l e m s i n i t i a l l y s u r f a c e d . 
B o t h w e r e h i t by l i q u i d i t y s h o r t a g e s . F B C was h i t by r e p o r t s of 
h e a v y e x p o s u r e to M a c m e d , t h e fa i l ed h e a l t h c a r e g r o u p . L e s s o n : 
sma l l b a n k s are m o r e v u l n e r a b l e to c r i s i s of c o n f i d e n c e t h a n b ig 
o n e s . T h e i r ab i l i t y to w i t h s t a n d a s u d d e n w i t h d r a w a l to c r i s i s of 
f u n d s is m o r e l i m i t e d a n d t h e y l ack t h e c o n t a c t s a n d n e t w o r k s to 
ge t t h e i r o w n m e s s a g e o u t to t h e m a r k e t s . W h a t is m o r e is t h a t 
sma l l b a n k s are u n l i k e l y to be ab l e to m a k e a c a s e , as b ig o n e s of-
t en c a n , t h a t t h e i r f a i l u r e p o s e s a t h r e a t t o t h e e n t i r e b a n k i n g sys-
t e m and t h a t a u t h o r i t i e s s h o u l d t h e r e f o r e c o m e to t h e i r r e s c u e . " " 
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4.2.8 REGAL TREASURY PRIVA TE BANK 
Rega l T r e a s u r y P r i v a t e B a n k ( " R e g a l B a n k " or " R e g a l " ) was 
f o r m e d in 1 9 9 7 . T h e b a n k was l i s t e d d u r i n g t h e l i s t i n g e u p h o r i a 
of 1 9 9 8 / 9 9 in F e b r u a r y 1 9 9 9 . B e f o r e t h e c o l l a p s e of t he b a n k on 
] u n e 26 2 0 0 1 , R e g a l e m p l o y e d m o r e t h a n 120 p e o p l e . 
Rega l B a n k c o l l a p s e d in J u n e 2 0 0 1 a f t e r a r u n on d e p o s i t s r e -
s u l t e d in R 2 5 0 m i l l i o n b e i n g w i t h d r a w n in t w o days f o l l o w i n g t h e 
r e s c i n d i n g by a u d i t o r s E r n s t & Y o u n g of t h e 2001 f i n a n c i a l 
s t a t e m e n t s of t h e b a n k ' s h o l d i n g c o m p a n y . Tim S t o r e o f D e l o i t t e 
was a p p o i n t e d as c u r a t o r of t h e b a n k on J u n e 26 . A B u s i n e s s Re -
p o r t a r t i c l e f u r t h e r e x a c e r b a t e d t he r u n o n F r i d a y , J u n e 2 2 , w h i c h 
sa id Rega l was i n v o l v e d in a p i p e b o m b p l a c e d n e a r t he o f f i ce s of 
Sas f in a n d in a f ire at P o l a r i s S h i p p i n g , an i m p o r t e r n e a r Sas f in . 
O n M o n d a y J u n e 2 5 , an a n n o u n c e m e n t was m a d e t h a t | e f f L e v e n s -
t e i n , t h e C E O , w o u l d r e t i r e , t h a t E r n s t & Y o u n g h a d w i t h d r a w n 
t h e i r c o n s e n t for t he p u b l i c a t i o n of t he b a n k ' s r e s u l t s ; and t h a t 
I n v e s t e c h a d a c q u i r e d R e g a l ' s a d v a n c e b o o k for a R50 m i l l i o n . 
O v e r J u n e 25 a n d 2 6 , d e p o s i t o r s w i t h d r e w a b o u t R 2 5 0 m i l l i o n in 
m o r e t h a n 900 t r a n s a c t i o n s , l e a v i n g Rega l w i t h jus t o v e r 1,100 
c l i e n t s w i t h t o t a l d e p o s i t s of R 6 0 0 m i l l i o n . 
F o r m e r J u d g e J o h n M y b u r g h s u b s e q u e n t l y h e a d e d a t h r e e - m o n t h 
c o m m i s s i o n of i n q u i r y i n t o Rega l B a n k as a p p o i n t e d by t h e R e g i -
s t r a r of B a n k s . M y b u r g h ' s f i n d i n g s sa id t h e r e was a p r i m a facie 
e v i d e n c e t h a t t h e a u d i t o r s — o n e of w h o m is w e l l - k n o w n E r n s t & 
Y o u n g s e n i o r p a r t n e r T o m W i x l e y , c o - a u t h o r of t h e b o o k W h a t 
You M u s t K n o w A b o u t C o r p o r a t e G o v e r n a n c e — h a d " f a i l e d " to 
p e r f o r m t h e i r d u t i e s w i t h c a r e a n d ski l l or a c t e d n e g l i g e n t l y " in 
n o t r e p o r t i n g a f r aud in 2 0 0 0 p r e l i m i n a r y r e su l t s . " 1 " 
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S i n c e i t s l i s t i n g , R e g a l h a d b e e n d o g g e d by a t t e n t i o n f r o m r e g u l a -
t o r s . T h e JSE S e c u r i t i e s E x c h a n g e c o n d u c t e d an i n v e s t i g a t i o n in-
to p r i c e m a n i p u l a t i o n . T h e F i n a n c i a l S e r v i c e s B o a r d c o n d u c t e d an 
" i n s p e c t i o n " of t h e b a n k ' s i n v e s t m e n t a n d u n i t t r u s t c o m p a n i e s . 
T h e ]SE i n v e s t i g a t e d s h a r e p r i c e m a n i p u l a t i o n s h o r t l y b e f o r e t h e 
c o l l a p s e of t h e b a n k . T h e R e s e r v e B a n k ' s b a n k s u p e r v i s i o n d e -




INTEREST AND DIVIDENDS RECEIVED 145,192 117,281 
INTEREST PAID (97,573) (59,445) 
NET MARGIN INCOME 47,619 57,836 
LESS: MOVEMENT IN BAD AND DOUBTFUL DEBTS PROVISION 3,169 3 3 9 
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TOTAL SHAREHOLDER FUNDS 
TOTAL LIABILITIES AND SHAREHOLDER FUNDS 
R e g a l ' s p e r f o r m a n c e p r i o r t o i t s d e m i s e w a s s t r o n g a s s h o w n 
a b o v e . T h e g r o u p ' s b a l a n c e s h e e t h a d s t r e n g t h e n e d , w i t h i t s t o t a l 
a s s e t b a s e g r o w i n g b y m o r e t h a n R 6 2 0 m i l l i o n , a n i n c r e a s e o f 
o v e r 6 0 % . 
T h e a d v a n c e s b o o k m o r e t h a n d o u b l e d i n d u r i n g t h e y e a r w i t h a n 
i n c r e a s e o f c l o s e t o R 4 0 0 m i l l i o n . 
T h e d e p o s i t b o o k m o r e t h a n d o u b l e d as w e l l w i t h a n i n c r e a s e o f 
m o r e t h a n R 5 7 5 m i l l i o n . 
T h e r e a r e s i g n s o f p o s s i b l e o v e r t r a d i n g , w h e r e t h e b u s i n e s s 
g r o w s t o o m u c h t o q u i c k l y a n d in t h e p r o c e s s o v e r e x t e n d s i t s e l f . 
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F u r t h e r d e t a i l e d a n a l y s i s w o u l d be p e r f o r m e d in t h e n e x t c h a p t e r . 
4.2.9 SAAMBOU BANK 
S a a m b o u ' s b u s i n e s s was e s s e n t i a l l y c o n s t r u c t e d in four a r e a s . It 
r an a l a rge m o r t g a g e b o o k ( + / - R 9 b n ) , it o p e r a t e d a c o r p o r a t e 
l o a n s b o o k , a m i c r o - l e n d i n g b o o k ( t h r o u g h T h u t h u k a n i ) a n d a r e -
t a i l - l e n d i n g b o o k ( + / - R 4 b n ) . 
I t s s h a r e h o l d i n g h a d b e e n c h a n g e d jus t in 2 0 0 1 , w i t h t he d e m i s e 
of F e d s u r e r e s u l t i n g in I n v e s t e c , as t h e b u y e r s of m a j o r i t y of 
F e d s u r e , h a v i n g an e f f e c t i v e fo r ty p e r c e n t (40%) s h a r e h o l d i n g in 
S a a m b o u . 
At t h e t i m e w h e n t h e M i n i s t e r of F i n a n c e , p l a c e d S a a m b o u u n d e r 
l i q u i d a t i o n on a S a t u r d a y , 9 F e b r u a r y 2 0 0 2 , i t w a s t h e e i g h t h l a r g -
es t b a n k in t h e c o u n t r y w i t h a s s e t s of a p p r o x i m a t e l y R20 b i l l i o n 
u n d e r m a n a g e m e n t . 
W h a t b e c a m e a m i n i - b a n k i n g c r i s i s h a d b e g u n in m i d - J a n u a r y 
w h e n A b s a a n n o u n c e d a h u g e b a d d e b t p r o b l e m at i ts m i c r o l e n d -
ing s u b s i d i a r y , U n i f e r . S a a m b o u , w h i c h h a d a l so v e n t u r e d i n t o 
m i c r o l o a n s in a m a j o r way , h a d b e e n l o o k i n g f rag i le for s o m e 
m o n t h s at t h a t s t age b u t a f t e r U n i f e r , it f aced a run on d e p o s i t s 
t h a t s p e e d i l y b r o u g h t it d o w n . S a a m b o u was SA ' s s e v e n t h - l a r g e s t 
b a n k b u t i t s f a i lu re p r o v e d s y s t e m i c . 
N o t on ly d id all SA ' s s m a l l e r b a n k s face t r o u b l e , b u t S a a m b o u ' s 
d e m i s e was s o o n f o l l o w e d by a run on d e p o s i t s at B o E , t h e n SA ' s 
s i x t h - l a r g e s t b a n k . The b l e e d i n g was h a l t e d on ly w h e n g o v e r n -
m e n t , w h i c h d e c l i n e d to ba i l o u t S a a m b o u , s t e p p e d in w i t h a 
g u a r a n t e e of B o E ' s d e p o s i t s . T h a t p u t an e n d to t h e m i n i - b a n k i n g 
c r i s i s , t h o u g h t h e r e p e r c u s s i o n s w e r e fel t l o n g a f t e r w a r d s 
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in t h e e n d , t he s y s t e m w i t h s t o o d t h e c r i s i s , t h o u g h it was lef t 
w i t h o u t any s m a l l e r b a n k s to s p e a k of. A n d , u l t i m a t e l y , S a a m -
b o u ' s d e p o s i t o r s d i d n ' t l o s e a c e n t . T h e b a n k ' s c u r a t o r so ld off 
t h e a s s e t s a n d t a x p a y e r s p u t s o m e m o n e y in , b u t in t he b i g g e r 
s c h e m e of t h i n g s it was n o t t h a t m u c h . In a way , t h e n , all e n d e d 
w e l P \ 
A w e e k b e f o r e S a a m b o u was p u t i n t o C u r a t o r s h i p , two r a t i n g 
a g e n c i e s , F i t c h a n d G l o b a l , d o w n g r a d e d t h e i r a s s e s s m e n t of 
S a a m b o u , w i t h F i t c h i s s u i n g a m o r e s c a t h i n g d o w n g r a d e a c r o s s 
t h e A2 g r a d e d b a n k . A q u i c k l y a r r a n g e d m e e t i n g was h e l d o v e r t he 
w e e k e n d in w h i c h S a a m b o u was p l a c e d u n d e r C u r a t o r s h i p a n d to 
a v o i d s y s t e m i c r i sk on o t h e r A2 b a n k s , F i t c h p u l l e d i ts d o w n g r a d e 
o n o t h e r A2 b a n k s . 
T h e s h a r e p r i c e of S a a m b o u has b e e n s p i r a l i n g d o w n w a r d s for the 
few m o n t h s p r i o r to i t s d e m i s e s u c h t h a t m a r k e t c o m m e n t a t o r s 
h a v e b e e n i n d i c a t i n g t h a t it was p r i c e d for a f ire sa le . In t he n i n e 
m o n t h s l e a d i n g to F e b r u a r y 2 0 0 2 , t h e s h a r e p r i c e p l u m m e t e d by 
o v e r 9 0 % . 
S a a m b o u m a n a g e m e n t a p p r o a c h e d t h e R e s e r v e B a n k on F r i d a y to 
r e q u e s t t h a t a c u r a t o r be p u t in p l a c e a f t e r it e m e r g e d t h a t t he 
g r o u p f aced s e v e r e l i q u i d i t y p r o b l e m s . O n S a t u r d a y 9 F e b r u a r y , 
C h r i s t o W'iese, t h e R e g i s t r a r a p p o i n t e d c u r a t o r J o h n L o u w f rom 
K P M G to t ake o v e r r u n n i n g the b a n k . T h e r u n on the b a n k was so 
s e v e r e t h a t it was e s t i m a t e d t h a t o v e r R l b i l l i o n was w i t h d r a w n 
o v e r a t w o day p e r i o d b e f o r e t he w e e k e n d . 
F i r s t R a n d has b e e n t h e s ing l e b i g g e s t b e n e f i c i a r y of t h e S a a m b o u 
c o l l a p s e , a c h i e v i n g w h a t an a n a l y s t has d e s c r i b e d as t h e " b a r g a i n 
of t he y e a r " w h e n it p i c k e d up the h o m e l o a n b o o k and the a g r e e d 
to t ake on t h e d e p o s i t b o o k s a n d its p o t e n t i a l l i a b i l i t i e s for a n o -
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m i n a l R l . T h a t t r a n s a c t i o n saw F i r s t R a n d a s s u m e t h e d e p o s i t 
b o o k w i t h l i a b i l i t i e s of R 1 2 . 8 b n and t h e s u b s t a n t i a l r e s i d e n t i a l 
h o m e l o a n b o o k . I t g a v e F i r s t R a n d 2 0 % of t h e h o m e loan m a r k e t , 
a f i gu re t h a t has d o u b l e d in less t h a n five y e a r s . T h e a c q u i s i t i o n 
of t h e H o u s i n g F i n a n c e d i v i s i o n , w h i c h is a i m e d at f ami l i e s w i t h 
h o u s e h o l d i n c o m e of b e t w e e n R30 000 to R80 000 a yea r , wi l l fur-
t h e r e n t r e n c h t h e g r o u p as t h e c o u n t r y ' s d o m i n a n t m o r t g a g e l e n d -
er . T h e 23 000 i n d i v i d u a l l o a n s on the b o o k s h o w a v e r a g e b o r -
r o w i n g s of R65 0 0 0 . F i r s t R a n d t o o k o v e r o n l y a b o u t 6 5 % of t he 
R 1 . 4 b n S a a m b o u H o u s i n g F i n a n c e b o o k for R 9 8 4 m . T h e b a l a n c e , 
or t h e ' e x c l u d e d a s s e t s ' was c o l l e c t e d a n d a d m i n i s t e r e d by t h e 
b a n k for a m a r k e t r e l a t e d c o m m i s s i o n . 
S a a m b o u Life was d i s p o s e d to C a p i t a l A l l i a n c e a n d t h e c u r a t o r 
m a n a g e d to sel l of f o t h e r p a r t s of t h e b u s i n e s s i n c l u d i n g t h e 
b a n k , P r o p e r t y F i n a n c e d i v i s i o n , S a a m b o u I n t e r n a t i o n a l 
I n s u r a n c e d i v i s i o n , t h e m i c r o l e n d i n g b o o k as wel l as o t h e r 
s m a l l p a r t s of t h e b u s i n e s s . As a r e s u l t , d e p o s i t o r s w e r e fully 
c o m p e n s a t e d t o g e t h e r w i t h a c c r u e d i n t e r e s t (ex . t h e F i r s t R a n d 
t r a n s a c t i o n ) w i t h a l i q u i d a t i o n d i v i d e n d b e i n g d e c l a r e d to 
s h a r e h o l d e r s , a m u c h b e t t e r o u t c o m e t h a n s o m e of t h e o t h e r 
f a i l u r e s w h e r e s h a r e h o l d e r s l o s t it a l l . 
S a a m b o u ' s d e m i s e was t h e r e f o r e c a u s e d by t h e u n f a v o u r a b l e s en -
t i m e n t s w i t h r e g a r d s to m i c r o l e n d i n g b u s i n e s s e s f o l l o w i n g t h e 
b l o w o u t at U n i f e r a n d the 2 0 T w e n t y b u s i n e s s t h a t was s i p h o n i n g 
cash o u t of t h e b u s i n e s s . 
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SEVEN YEAR FINANCIAL RE-
VIEW 
RESULTS 
NET INCOME BEFORE EQUITY 
ACCOUNTED INCOME AND TAX 
NET INCOME 
HEADLINE EARNINGS 
EARNINGS PER SHARE (CENTS) 
HEADLINE EARNINGS PER SHARE 
(CENTS) 





NET ASSET VALUE PER SHARE 
ADVANCES 
DEPOSITS 
SELECTED RETURNS AND RATIOS 
HEADLINE RETURN ON AVERAGE 
SHAREHOLDERS' FUNDS 
HEADLINE RETURN ON AVERAGE 
ASSETS 
NET INTEREST INCOME/AVERAGE 
ASSETS 
NET INTEREST INCOME/AVERAGE 
ADVANCES 
































































6,505.7 7,787.5 10,006.0 11,593.0 15,269.6 20,289.2 
583.9 707.7 1,016.4 
425.7 495.6 654.1 
9,776.5 13,021.3 15,348.1 











































































NET INTEREST INCOME 
PROVISION FOR LOSSES IN ADVANCES 





COST OF INSURANCE COVER 
NET INCOME BEFORE TAX AND EQUITY A C-
COUNTED INCOME 
INCOME FROM EQUITY ACCOUNTED INVEST-
MENTS 
NET INCOME BEFORE TAX 
TAX 











































PROPERTY AND EQUIPMENT 
GOODWILL 
INTANGIBLE ASSETS 





INTEREST BEARING SECURITIES 

























SHAREHOLDERS' FUNDS AND LIABILITIES 
























PREFERENCE SHARE CAPITAL 
RESERVES 





DEPOSITS AND CURRENT ACCOUNTS 
OTHER LIABILITIES AND PROVISIONS 
TOTAL SHAREHOLDERS' FUNDS AND LIABILI-
TIES 
S a a m b o u ' s p o s i t i o n a n d p e r f o r m a n c e p r i o r to i ts d e m i s e was 
s t r o n g a n d h a d t h e f o l l o w i n g h i g h l i g h t s : 
T h e a d v a n c e s b o o k g r e w by o v e r R 2 . 3 b i l l i o n o v e r t he p e r i o d , an 
i n c r e a s e of a p p r o x i m a t e l y 1 8 % . 
T h e c a s h p o s i t i o n for t h e g r o u p was a l so s i g n i f i c a n t l y s t r e n g -
t h e n e d o v e r t h e p e r i o d as it m o r e t h a n d o u b l e s a n d g r e w by 
R l , 9 1 3 b i l l i o n . T h i s r e p r e s e n t s an i n c r e a s e of o v e r 1 7 8 % . 
T h e d e p o s i t b a s e a l so g r e w s i g n i f i c a n t l y o v e r t h e t r a d i n g p e r i o d 
by R3 .6 b i l l i o n , an i n c r e a s e of o v e r 2 8 % . 
T h e r e w a s a l s o a m a s s i v e i n c r e a s e in t h e p r o v i s i o n for l o s s e s to 
b a d d e b t s of a l m o s t R40 m i l l i o n c o m p a r e d to a p r o v i s i o n of 
R 4 0 0 , 0 0 0 in t h e p r e c e d i n g yea r . 
F u r t h e r d e t a i l e d a n a l y s i s is p r o v i d e d in t h e n e x t c h a p t e r . 
4.2.10 BoE LIMITED 
B o E L i m i t e d ran i n t o d i f f i c u l t y a m o n t h a f t e r S a a m b o u was p u t in 
l i q u i d a t i o n a n d t h e r e f o r e t h e f o c u s o n s e c o n d t i e r b a n k s p u t p r e s -
s u r e on t h e b a n k . 
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P r i o r to i ts d e m i s e , B o E h a d a r e t a i l c l i e n t b a s e of a p p r o x i m a t e l y 
R16 b i l l i o n in d e p o s i t s w h i l e i ts w h o l e s a l e m o n e y m a r k e t b o o k 
was a b o u t R30 b i l l i o n . 
B o E h a d an e x p o s u r e o f j u s t m o r e t h a n R1 .1 b i l l i o n to t h e m i c r o -
l e n d i n g m a r k e t w i t h on ly R 4 0 0 m i l l i o n of t he a d v a n c e b o o k se-
c u r e d . A few yea r s p r i o r to t h i s e p i s o d e , B o E b o u g h t N B S ' h o m e 
l o a n b o o k a n d t h e r e w e r e p r o b l e m s , w h i c h r e s u l t e d in a R39 mi l -
l i on l o s s in t h e year to S e p t e m b e r 2001 a f te r a d e t e r i o r a t i o n of 
t h e r e s i d e n t i a l d e v e l o p m e n t , sma l l c o m m e r c i a l a n d i n d u s t r i a l 
p r o p e r t y l o a n b o o k s . T h e r e w e r e r u m o u r s in t h e m a r k e t of p o s s i -
b le b i d s for t h e h o m e l o a n d i v i s i o n by F N B a n d S t a n d a r d B a n k . 
T h e p r e s s u r e t h a t B o E faced r e s u l t e d in d e p o s i t o r s g r a d u a l l y 
w i t h d r a w i n g f u n d s , p u t t i n g p r e s s u r e on the b a n k ' s l i q u i d i t y . T h i s 
m a n i f e s t e d i t s e l f m o r e in i t s c o r p o r a t e m o n e y m a r k e t a c t i v i t i e s , 
w h e r e dai ly t u r n o v e r h a d r i s e n f rom a b o u t R 2 0 0 m i l l i o n to b e -
t w e e n R 5 0 0 a n d R 6 0 0 m i l l i o n a dayxxl. 
T h e s e i n s t i t u t i o n a l w i t h d r a w a l s r e a c h e d an u n a c c e p t a b l e h igh lev-
el on W e d n e s d a y , 13 M a r c h 2 0 0 2 a n d f o r c e d t h e F i n a n c e M i n i s t e r 
a n d t h e R e s e r v e B a n k G o v e r n o r to i n t e r v e n e . T h e y i s s u e d an u n -
p r e c e d e n t e d j o i n t s t a t e m e n t g u a r a n t e e i n g d e p o s i t s in a b id to r e -
s t o r e c o n f i d e n c e in t he s e c t o r . T h e g o v e r n m e n t g u a r a n t e e p r o -
v i d e d for t h e e n t i r e R46 b i l l i o n - d e p o s i t b a s e of B o E . 
T h e p r o v i s i o n of t he g u a r a n t e e for B o E d r e w l o t s of c r i t i c i s m 
f rom the m a r k e t , g i v e n t h a t j u s t p r i o r to t he B o E d e m i s e , t h e au-
t h o r i t i e s w o u l d n o t a s s i s t S a a m b o u a n d R e g a l . T h e a r g u m e n t f rom 
t h e M i n i s t e r a n d the G o v e r n o r was t h a t d e s p i t e S a a m b o u ' s s ize as 
t he s e v e n t h l a r g e s t b a n k , i t ' s f a i l u r e w o u l d n o t h a v e g i v e n r i s e to 
s y s t e m i c r i sk w h e r e a s t h e f a i l u r e of B o E w o u l d . 
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T h e j o i n t s t a t e m e n t r e a d as f o l l o w s : 
" T h e r e has r e c e n t l y b e e n an u n p r e c e d e n t e d leve l of w i t h d r a w a l s 
of d e p o s i t s f r o m B O E B a n k L i m i t e d ( " B O E " ) . T h e c u r r e n t a p p a r -
e n t l o s s of c o n f i d e n c e in B O E is w i t h o u t f o u n d a t i o n , as B O E is a 
w e l l - m a n a g e d , s o u n d a n d s o l v e n t b a n k . 
It has t h e r e f o r e b e c o m e n e c e s s a r y to a s s u r e t he p u b l i c of t he u n -
e q u i v o c a l c o m m i t m e n t of t h e N a t i o n a l T r e a s u r y and t h e S o u t h 
A f r i c a n R e s e r v e B a n k (SARB) t o s t a n d fully b e h i n d B O E , a n d t h e 
b a n k i n g s y s t e m as a w h o l e . 
T h r o u g h the p r o v i s i o n of an e x p l i c i t g o v e r n m e n t g u a r a n t e e , all 
d e p o s i t o r s of B O E are a d v i s e d t h a t t h e i r d e p o s i t s a re sa fe . 
A c c o r d i n g l y , it is b u s i n e s s as u s u a l for B O E . " 
T h e run on d e p o s i t f o r c e d F N B to a c c e l e r a t e p l a n s to a c q u i r e t h e 
N B S h o m e l o a n b o o k . T h e dea l was s e t t l e d at R 1 1 . 9 b i l l i o n wi th 
R5 b i l l i o n s e t t l e d in c a s h up f r o n t to t ake away t h e p r e s s u r e of 
N B S ' l i q u i d i t y . 
A c o n f i d e n t i a l i t y a g r e e m e n t was e n t e r e d i n t o w h i c h p r o h i b i t s t h e 
m a k i n g t h e d e t a i l s of t h e e x t e n t of t h e run p u b l i c . 
INCOME STATEMENT 
NET MA RGIN INCOME 
INCOME FROM NORMAL OPERA TIONS 
BAD AND DOUBTFUL DEBTS 
OPERATING EXPENSES 
PROFIT FROM NORMAL OPERA TIONS 
EXCEPTIONAL ITEMS 
PROFITZ(LOSS) FROM NORMAL OPERATIONS 
FINANCE COST 




















































61 246 126 37 101 
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PROFITZ(LOSS) BEFORE TAXATION 
TAXATION 






















N KT ADVANCES 
LIQUID AND TRADING ASSETS 
LIABILITIES 
LIFE FUNDS 
DEPOSITS AND OTHER ACCOUNTS 
LOANS AND OTHER LIABILITIES 
TOTAL LIABILITIES 
SHAREHOLDER FUNDS 
TOTAL SHAREHOLDER FUNDS 





































































Financial Ratios 1992 
Interest margin n/a 
Non-interest revenue 
to total income n /a 
Cost to total income n/a 
Bad debts as a % of 
advances n /a 
Effective tax rate, ex-
cluding associated in-
come 18.0 
Dividend cover 2.8 
Headline return < >n 
ecjuitv 16.0 
Return on total assets 1.3 



















































































n/a n/a n/a n/a n/a 
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of BOE Bank Ltd 16.7 14.5 13.0 11.2 
B o E ' s l i q u i d i t y p r o b l e m s a p p e a r to h a v e b e e n t h e r e for s o m e t i m e 
a n d a p p e a r to be d u e to m i s m a t c h in t h e m a t u r i t y a n a l y s i s b e -
t w e e n t h e a d v a n c e s b o o k and the d e p o s i t b o o k . T h e m i s m a t c h is 
as f o l l o w s : 
Repayable on demand 
Within 1 month 
Between 1 and 6 months 
Between 6 and 12 months 


























S o u r c e : B o E A n n u a l R e p o r t , 2 0 0 1 
T h e a b o v e was ve ry key w h e n t h e b a n k ' s l i q u i d i t y p o s i t i o n was 
u n d e r s t r a i n . 7 3 . 9 % of t he b a n k ' s a d v a n c e s w h e r e p a y a b l e a f t e r 
o n e year a n d 4 1 . 1 % of t he d e p o s i t s w e r e d u e a n d p a y a b l e u p o n 
d e m a n d . W h e n d e p o s i t o r s ca l l ed on the b a n k to p a y o u t to t h e i r 
d e p o s i t s , t h e r e w e r e n o t e n o u g h r e a d i l y a v a i l a b l e funds as t he 
b a n k c o u l d use i t s ca sh a n d cash e q u i v a l e n t s on h a n d a n d h o w e v -
er m u c h w o u l d h a v e b e e n a v a i l a b l e u p o n d e m a n d . T h i s fue l l ed t h e 
n e e d for t h e b a n k to fast t r a c k t h e sa le i t ' s h o m e l o a n b o o k to 
F N B to h a v e a c c e s s to i m m e d i a t e c a s h . 
4.2.11 FAILED BANKS ANALYSIS 
T h e f o c u s of t h e f i n a n c i a l a n a l y s i s is o n t h e t h r e e l as t f a i l u r e s 
t h a t o c c u r r e d s i n c e 2 0 0 0 . T h e i n f o r m a t i o n on t h e s e c o m p a n i e s is 
r e l a t i v e l y a v a i l a b l e , w h e r e a s d e t a i l e d f i n a n c i a l i n f o r m a t i o n is n o t 
as a v a i l a b l e o n t h e o t h e r fa i led b a n k s . 
T h e d e t a i l e d d i s c u s s i o n will t h e r e f o r e focus on Rega l T r e a s u r y , 
S a a m b o u a n d B o E . 
4.2.11.1 Financial Information 
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Profitability 
Interest margin (Total Assets) 
Net Margin (After tax) 
Liquidity Risk 
Return on Assets 
Leverage Multiplier 
Return on Equity 
Non-interest expense to total assets 
Net non-interest expenses to total assets 
Efficiency 
Cost rate on total assets 
Risk 
Core deposits to assets 
Net loans - to — deposits 
Net loans -to — assets 
Credit quality 
Credit risk (this period) 
Credit risk (accumulated) 
Capital Adequacy 
Capital risk 
Capital Adequacy ratio (assets) 



































































It a p p e a r s f r o m t h e a b o v e t h a t Rega l was t he m o r e p r o f i t a b l e 
b a s e d o n t h e i n t e r e s t m a r g i n a n d t h e n e t m a r g i n ( a f t e r t a x ) . R e g -
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al was h o w e v e r u n d e r - p e r f o r m i n g S a a m b o u and BoK on ' s w e a t i n g 
t h e a s s e t s ' as i t ' s r e t u r n on a s s e t s l a g g e d t h e t w o b a n k s w h o s e r e -
t u r n s was t i ed at 1 4 % c o m p a r e d to t he 1 0 % of R e g a l . 
B o K ' s l i q u i d i t y r i sk ( -0 .32) a p p e a r s to h a v e b e e n far i n f e r i o r 
c o m p a r e d to Rega l a n d B o E at 0 .58 a n d 0 .10 r e s p e c t i v e l y . I t a p -
p e a r s t h a t w h i l s t B o E ' s f i n a n c i a l r e s o u r c e s w e r e v a s t , t hey w e r e 
l a rge ly t i ed up to in t h e a d v a n c e s b o o k . T h e g r o u p had d e p o s i t s 
of R 4 9 . 8 b i l l i o n v e r s u s a d v a n c e s of R 4 7 . 4 b i l l i o n . W h i l s t t h e 
g r o u p had l i q u i d f u n d s , t h e m i s m a t c h r i sk was h i g h . 
S a a m b o u ' s l e v e r a g e m u l t i p l i e r a p p e a r s to be s u p e r i o r t h a n t h a t of 
i t s p e e r s a n d at 17.5 t i m e s , they are u s i n g t h e r e s o u r c e s at d i s p o s -
al m o r e e f f i c i e n t l y . T h e d i f f e r e n c e a p p e a r s to be w i d e r t h a n t h a t 
of Rega l a n d B o E at 3.4 t i m e s a n d 10.5 t i m e s r e s p e c t i v e l y . 
The r e t u r n of e q u i t y a l so s u p p o r t s t h e l e v e r a g e m u l t i p l i e r n o t i o n 
t h a t S a a m b o u is b e t t e r u t i l i z i n g i ts a s s e t s . W i t h a r e t u r n on e q u i t y 
o t 2 3 . 3 % c o m p a r e d to 5 . 5 % a n d 4 . 3 % for Rega l a n d B o E r e s p e c -
t i ve ly , S a a m b o u was p e r f o r m i n g c o m m e n d a b l y in c o m p a r i s o n . 
T h e e f f i c i e n c y r a t i o a l s o s u p p o r t s t h e a b o v e at 7 4 % , 4 0 % and 
6 0 % for S a a m b o u , Rega l a n d B o E r e s p e c t i v e l y . 
T h e cos t f a c t o r s a p p e a r to be w i t h i n t h e s a m e b a n d , h o w e v e r B o E 
a p p e a r s to be s l i g h t l y a h e a d of i ts p e e r s at 3 % c o m p a r e d to 4 % 
a n d 5 % for Rega l a n d S a a m b o u r e s p e c t i v e l y . 
RISK 
T h e s e r i sk i n d i c a t o r s a p p e a r to p r o v i d e m o r e i n s i g h t i n t o t h e l i-
q u i d i t y p r e s s u r e s t h a t r e s u l t e d in t he d e m i s e of t h e s e t h r e e b a n k s . 
T h e c o r e d e p o s i t s to a s s e t s i n d i c a t e d t h e l eve l at w h i c h d e p o s i t 
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a re t i e d u p to a s s e t s . T h e i n v e r s e of t h i s i n d i c a t o r is t h a t it d e -
p i c t s t he l eve l of a s s e t s t h a t a re n o t f u n d e d by d e p o s i t s . T h e v a r -
i o u s m a t u r i t y l e v e l s w o u l d d i f fe r b u t t h i s g ives an o v e r a l l feel as 
a f i r s t l eve l i n d i c a t o r of l i q u i d i t y r i sk 
S a a m b o u , at 8 0 . 7 % a p p e a r s to h a v e m o r e of i t s a s s e t s b a c k e d by 
d e p o s i t s c o m p a r e d to t h a n B o E and Rega l at 7 4 . 1 % a n d 6 9 . 9 % re -
s p e c t i v e l y . 
T h e n e t l o a n s to d e p o s i t r a t i o s e e m s to i n d i c a t e t h a t t h e l i q u i d i t y 
r i sk was ve ry h igh for b o t h S a a m b o u a n d B o E at 9 4 % a n d 9 5 % r e -
s p e c t i v e l y . T h e on ly s a v i n g g r a c e in t o u g h t i m e s w o u l d h a v e b e e n 
h a v i n g a v a s t p o r t i o n of t he d e p o s i t s m a t u r i n g l o n g e r t h a n t h e 
less t h a n 30 day p e r i o d or t he a d v a n c e s h a v i n g a s i g n i f i c a n t p o r -
t i o n t h a t is c a l l a b l e o n d e m a n d a n d w i t h i n 30 d a y s . As i n d i c a t e d 
a b o v e , t h i s was n o t t h e case for b o t h b a n k s a n d w h e n the d e p o -
s i t s w e r e c a l l e d u p o n , t h e r e was n o s u f f i c i e n t b u f f e r of a v a i l a b l e 
r e s o u r c e s to q u e l l t h e r u n on d e p o s i t . 
R e g a l ' s n e t l o a n s to a s s e t s r a t i o a p p e a r s to be m u c h l o w e r t h a n 
t h a t of i t s p e e r s b u t i t ' s o p e r a t i o n s are d i f f e r e n t as e v i d e n c e d bv 
t h e p r o p o r t i o n o l n o n - i n t e r e s t i n c o m e i t e a r n s as a p e r c e n t a g e of 
i n t e r e s t i n c o m e . 
CREDIT QUALITY 
T h e p r o v i s i o n s for b a d d e b t s as a p e r c e n t a g e of g r o s s l o a n s are 
l o w e r for t he t h r e e b a n k s a n d it a p p e a r s t h a t S a a m b o u ' s p r o v i s i o n 
is m u c h l o w e r . The r a t i o s are m u c h l o w e r t h a n w h a t they w e r e in 
t h e 90s w h e n t h e a v e r a g e r a t i o s w e r e + 3 % . T h e r e h a v e b e e n t e c h -
n o l o g i c a l a d v a n c e m e n t s t h a t h a v e y i e l d e d p o s i t i v e r e s u l t s . T h e 
e c o n o m y has b e e n m u c h m o r e s t a b l e in c o m p a r i s o n , i n t e r e s t r a t e s 
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h a v e b e e n o n t h e d e c r e a s e o v e r t h e p e r i o d r e s u l t i n g in few n o n -
p e r f o r m i n g l o a n s o v e r t i m e . 
T h e s e l eve l s a re s u p p o r t e d by the fact t h a t c r e d i t r i sk was n o key 
in t he d e m i s e of t h e s e b a n k s b u t l i q u i d i t y r i sk . 
CAPITAL ADEQUACY 
T h e l e g i s l a t e d c a p i t a l a d e q u a c y r a t i o was i n c r e a s e d by the Reg i -
s t r a r f rom 1 0 % for a l o n g t i m e a n d was i n c r e a s e d to 1 2 % . CAR is 
a r e q u i r e m e n t t h a t s e r v e s as b o t h a c o n f i d e n c e b o o s t e r for d e p o -
s i t o r s a n d o t h e r c r e d i t o r s a n d i t ' s a lega l m i n i m u m for a b a n k to 
o b t a i n a l i c e n s e . 
B o t h Rega l a n d B o E h a d C A R ' s t h a t m e t t h e c r i t e r i a and S a a m -
b o u ' s was b e l o w . 
I l l 
CHAPTER 5 
CONCLUSION AND RECOMMENDATIONS 
5.1 Introduction 
In t h i s c h a p t e r t h e r e s e a r c h e r 
p r o v i d e s r e c o m m e n d a t i o n s to 
f a i l u r e s . 
5.2 Conclusion 
T h e r e s e a r c h e r t h r o u g h th i s d i s s e r t a t i o n has p r o v i d e d t h e o r e t i c a l 
a n d e m p i r i c a l a n s w e r s to t h e r e s e a r c h q u e s t i o n : w h a t a re t he 
c a u s e s of b a n k fa i lu re in t h e p o s t - d e m o c r a t i c S o u t h A f r i c a . T h i s 
r e s e a r c h q u e s t i o n w a s p o s e d in C h a p t e r o n e a n d h a s b e e n a n s -
w e r e d in t h e s u b s e q u e n t c h a p t e r s . 
C h a p t e r O n e p r o v i d e d t h e b a c k g r o u n d to " C a u s e s of B a n k Fa i l -
u r e " . F u r t h e r m o r e , it p r e s e n t e d t h e p r o b l e m s t a t e m e n t , se t t he 
s c o p e a n d l i m i t a t i o n s of t h e d i s s e r t a t i o n a n d c o n c l u d e d w i t h t h e 
o u t l i n e of t he d i s s e r t a t i o n . T h e i m p o r t a n c e of t h e b a n k i n g s e c t o r 
in t he e c o n o m y was c o n s i d e r e d t o g e t h e r w i t h t h e c o s t l y e f f ec t s of 
b a n k f a i l u r e s . D i f f e r e n t h y p o t h e s i s t h a t seek to g ive e x p l a n a t i o n s 
to c a u s e s of b a n k f a i l u r e w e r e p r e s e n t e d . This d i s s e r t a t i o n t e s t s 
t he h y p o t h e s e s , u s i n g the n i n e b a n k s t h a t f a i l ed s i n c e 1994 as an 
e m p i r i c a l s t u d y . 
C h a p t e r T w o p r o v i d e d t h e t h e o r e t i c a l f r a m e w o r k on s o m e of t h e 
c a u s e s of b a n k f a i l u r e . I n c l u d e d in t he c h a p t e r was an o v e r a l l in -
t r o d u c t i o n to h o w t h e b a n k i n g s u p e r v i s i o n is p e r f o r m e d by t h e 
c o n c l u d e s t h e d i s s e r t a t i o n a n d a l so 
a s s i s t l imi t t he r e c u r r e n c e of b a n k 
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R e g i s t r a r of B a n k to m o n i t o r a n d w h e r e p o s s i b l e p r e v e n t f a i lu re 
of b a n k s . 
C h a p t e r T h r e e c o v e r e d t h e r e s e a r c h d e s i g n t h a t t h e d i s s e r t a t i o n 
f o l l o w e d . It p r o v i d e d t h e d i s t i n c t i o n b e t w e e n p r i m a r y a n d s ec -
o n d a r y da t a a n a l y s i s a n d w h y th i s d i s s e r t a t i o n is b a s e d on s ec -
o n d a r y d a t a a n a l y s i s . 
C h a p t e r F o u r i n c l u d e d t h e d e t a i l o f t h e e m p i r i c a l w o r k u n d e r t a -
ken on the fa i l ed b a n k s s i n c e 1 9 9 4 . B a c k g r o u n d a n d c a u s e s of 
f a i lu re w e r e p r o v i d e d . T h e n i n e b a n k s w e r e i d e n t i f i e d as P r i m a 
B a n k , S e c h o l d , C o m m u n i t y B a n k , A f r i c a n B a n k , N e w R e p u b l i c 
B a n k , F B C F i d e l i t y B a n k , Rega l T r e a s u r y B a n k , S a a m b o u and 
B o E . D e t a i l e d f i n a n c i a l a n a l y s i s i n c l u d i n g key r a t i o a n a l y s i s was 
u n d e r t a k e n on R e g a l , S a a m b o u a n d BoP2. T h e d e t a i l e d a n a l y s i s al-
so e x p l o r e d the r e l a t i o n s h i p s b e t w e e n t h e v a r i o u s fa i led b a n k s 
a n d t h e t h e o r e t i c a l l i t e r a t u r e s on c a u s e s of b a n k f a i l u r e as c o v -
e r e d in C h a p t e r T w o . 
T h e r e l a t i o n s h i p b e t w e e n t h e v a r i o u s t h e o r e t i c a l c a u s e s of b a n k 
f a i l u r e a n d a c t u a l r e a s o n s w h y t h e b a n k fa i led s e e m s to be c o n -
f i r m e d t h r o u g h t h e d e t a i l e d w o r k . T h e r e s e a r c h t h u s c o n c l u s i v e l y 
p r o v e d t h a t t h e c a u s e s of n i n e fa i led b a n k s h a v e a l r e a d y b e e n 
s u b j e c t to w e l l - d i s p o s e d t h e o r i e s on c a u s e s of b a n k f a i l u r e . 
5.3 Recommendations 
I t is c l ea r t h a t t h e r e a re i n h e r e n t r i s k s in b a n k i n g a n d s o m e of 
t h e s e r i s k s a re n o t eas i ly d i s c e r n a b l e by t h e o r d i n a r y m a n in t he 
s t r e e t t h a t i n v a r i a b l y s t a n d s to l o s e t he m o s t w h e n b a n k s fail . 
C o r p o r a t e d e p o s i t o r s h a v e m e a s u r e s in p l a c e to m o n i t o r t h e i r d e -
p o s i t s a n d are t he o n e s w h o w o u l d w i t h d r a w or r e d u c e t h e i r de -
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p o s i t s w h e n t h e r e are s igns of d i s t r e s s . 1'he o r d i n a r y m a n in t h e 
s t r e e t is n o t as c o m p l i c a t e d a n d m o s t o f t e n w o u l d n o t even r e c -
o g n i z e t h e w a r n i n g s i g n s u n t i l it is l a t e . I t is i n v a r i a b l y t h e man 
in t h e s t r e e t t h a t s t a n d s to l o s e t h e m o s t i n c l u d i n g l ife s a v i n g s for 
s o m e of t he p e n s i o n e r s . An ear ly w a r n i n g m e c h a n i s m t h a t is 
a v a i l a b l e to all a n d t a k e s i n t o a c c o u n t t h e d i v e r s i t y of o u r n a t i o n 
a n d t h e ill e f f e c t s of o u r p a s t can o n l y e m p o w e r t h e d e p o s i t o r s 
m o r e and m a k e t h e d e c i s i o n to d e p o s i t or w i t h d r a w an i n f o r m e d 
o n e . 
T h e F i n a n c e M i n i s t e r a n d t h e G o v e r n o r of t he R e s e r v e Bank r e -
c e i v e d s h a r p c r i t i c i s m on h o w d i f f e r e n t l y they d e a l t w i t h t h e 
S a a m b o u a n d B o E f a i l u r e s t h a t o c c u r r e d a few w e e k s a p a r t . T h e y 
d id n o t o f f e r a s s i s t a n c e to S a a m b o u and a few w e e k s l a t e r t hey 
v i r t u a l l y g u a r a n t e e d all o f B o E ' s d e p o s i t s . T h e i r r e a s o n i n g was 
t h a t S a a m b o u ' s r u n h a d n o t p o t e n t i a l of s y s t e m a t i c run on o t h e r 
b a n k s w h e r e a s B o E ' s h a d t h e p o t e n t i a l . I t is t h e r e s e a r c h e r ' s r e c -
o m m e n d a t i o n t h a t p r e d e f i n e d m e a s u r e s m u s t be e x p l o r e d a n d im-
p l e m e n t e d to l imi t t h e h igh l eve l s of s u b j e c t i v i t y w i t h w h i c h the 
a u t h o r i t i e s dea l w i t h fa i led b a n k s . W h i l s t it is n o t t he r e s e a r c h e r ' s 
r e c o m m e n d a t i o n t h a t t he a u t h o r i t i e s m u s t be s t r i p p e d of d i s c r e -
t i o n , it is i m p o r t a n t to p r o v i d e c l a r i t y a n d a l eve l p l a y i n g f ield 
for t h e b e n e f i t of d e p o s i t o r s . 
5.4 Suggestion for further research 
F u r t h e r r e s e a r c h c o u l d be p e r f o r m e d in e x p l o r i n g t h e e f f e c t s of 
b a n k fa i lu re o n t h e v a r i o u s g r o u p i n g in S o u t h Af r i ca i n c l u d i n g 
p e n s i o n e r s . In m o s t c a s e s d e p o s i t o r s do n o t h a v e a c c e s s to t h e i r 
f u n d s d u r i n g p e r i o d w h e n t h e b a n k is u n d e r C u r a t o r s h i p a n d a 
s t u d y c o u l d be p e r f o r m e d on t h e s e e f f ec t s of t h i s . T h i s c o u l d 
p o s s i b l y r e s u l t in t h e R e s e r v e B a n k a u t o m a t i c a l l y m a k i n g a v a i l a b l e 
114 
m i n i m u m a m o u n t s to s o m e of t h e w o r s t a f f e c t e d g r o u p i n g s t h a t 
t h e r e s e a r c h wil l h o p e f u l l y i d e n t i f y . 
A n o t h e r s u g g e s t i o n for f u r t h e r r e s e a r c h c o u l d be d o n e on e x p l o r -
ing t he f r a m e w o r k w i t h w h i c h o t h e r c o u n t r i e s dea l w i t h fa i led 
b a n k s . T h i s wi l l e n s u r e t h a t S o u t h Af r i ca b e n c h m a r k s on b e s t 
p r a c t i c e as wel l as p r o v i d e o u r a u t h o r i t i e s w i t h t he b e s t a p p r o a c h 
to d e a l i n g w i t h t h e p o t e n t i a l r i sk of b a n k r u n s . T h i s c o u l d a v o i d 
t h e ill f e e l i n g s on h o w t h e S a a m b o u v s . B o E d e b a c l e . 
5.4 Conclusion 
F i n a l l y , an o v e r a l l a s s e s s m e n t of t h e c a u s e s of b a n k fa i lu re in t he 
p o s t d e m o c r a t i c S o u t h Af r i ca can be r e d u c e d to l a rge ly l i q u i d i t y 
r i sk a n d c r e d i t r i sk t h a t a r o s e d u e to p o o r l e n d i n g p o l i c i e s . 
I t is w i t h a s t r o k e of f o r t u n e t h a t in t he v a s t m a j o r i t y of t h e c a s -
es , t h e d e p o s i t o r s a n d c r e d i t o r s r e c o v e r e d t h e i r f unds in full in 
m o s t c a s e s . T h e o p p o r t u n i t y l o s s e s of i n t e r e s t a n d t h e t i m e it 
t ake s to r e c o v e r jus t t he c a p i t a l i n v e s t e d w e r e by far the w o r s t 
s ide e f f e c t s of t h e s e f a i l u r e s . W i t h t h a t as o u r c o n t e x t , it is fair 
t h a t on a v e r a g e t he C u r a t o r s h i p a p p r o a c h to b a n k f a i l u r e s has sa-
t i s f a c t o r y s u c c e s s e s . 
B a n k f a i l u r e s a re p a r t o f e v e r y d a y b u s i n e s s b u t d u e to t he i m p o r -
t a n c e of t h e b a n k s y s t e m to a c o u n t r y a n d p o t e n t i a l of s y s t e m i c 
r i sk , it is i m p o r t a n t t h a t t hey be l i m i t e d as m u c h as p o s s i b l e . I t is 
h i g h l y l ike ly t h a t t h e r e wil l be o t h e r b a n k f a i l u r e s in t h e f u t u r e , it 
t h e r e f o r e r e m a i n s i m p o r t a n t t h a t t h e e n v i r o n m e n t c o n t i n u e s to be 
b e t t e r r e g u l a t e d and v i g i l a n t m o n i t o r i n g is u p h e l d . 
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